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The world this week 


Politics 


A terrorist attacked central 
London. The British-born man 
drove a car along the pave- 
ment across Westminster 
Bridge, killing at least two 
people and leaving around 40 
injured. He then entered the 
srounds of Parliament, the 
heart of Britain’s democracy, 
and fatally stabbed an 
unarmed policeman before 
being shot dead. This 
“marauding” method of terror 
attack—using a vehicle to mow 
people down in a crowded 
area—was similar to atrocities 
carried out by Islamists last 
year in France and Germany. 


The British government an- 
nounced that it had informed 
the European Council of its 
intention to invoke Article 50 
of the Lisbon treaty on March 
29th, triggering the legal re- 
quest to leave the Ev. There is 
still little clarity from the gov- 
ernment aboutits intentions, 
and voters appear to be con- 
fused, too. A survey this week 
showed that both Leave and 
Remain supporters want to 
maintain free trade. But that 
will be hard if the government 
does not bend on freedom of 
movement for EU migrants. 


Angela Merkel, the German 
chancellor, visited Washington 
fora meeting with Donald 
Trump. Despite moments of 
tension—such as when Mr 
Trump appeared to refuse to 
shake her hand—German 
media felt that the meeting 
went well. Mr Trump tweeted 
that media reports of the event 
were “fake news”. 


The electoral fortunes of 
Emmanuel Macron, an in- 
dependent candidate in the 


French presidential election, 
were boosted after a nearly 
four-hour long television 
debate. Polls show thatina 
second-round run-off he 
would easily defeat Marine Le 
Pen, the leader of the anti- 
immigrant National Front. 


Jeroen Dijsselbloem, the Dutch 
head of the Eurogroup of 
finance ministers, implied that 
southern European states had 
spent the money they bor- 
rowed during the euro crisis on 
“drinks and women”. Anténio 
Costa, the Portuguese prime 
minister, called for him to 
resign. 


Taxin’ Thaksin 

The Thai government said it 
had discovered a “miracle of 
law” that would allow it to 
claim $350m in taxes from 
Thaksin Shinawatra, a de- 
posed prime minister now 
living in exile. Mr Thaksin 
denies that any taxis owed. 


North Korea successfully 
tested a powerful new engine 
to be used in its missiles. Buta 
separate test appeared to go 
wrong when the missile 
exploded just after launch. 


The Bharatiya Janata Party, 
which runs India’s national 
government, selected Yogi 
Adityanath to be chief minister 
of the country’s most pop- 
ulous state, Uttar Pradesh. The 
holy manis a divisive figure, 
having campaigned for the 
construction of a Hindu tem- 
ple on the site of ademolished 
mosque, and for describing 
assertive women as “demons”. 


A scandal deepened in Japan 
regarding a nationalist 
kindergarten that has been 
accused of racism but has 
benefited from the patronage 
of public officials. The school’s 


principal said that the wife of 
the prime minister, Shinzo 
Abe, had given a donation on 
his behalf. Mr Abe denied 
doing so. 


Rex Tillerson paid his first visit 
to China as America’s secre- 
tary of state. Before his arrival, 
he said the two countries were 
at a “historic moment” in their 
relationship, and needed a 
“fresh conversation” about it. 
But the visit did not appear to 
narrow differences between 
China and America over how 
to deal with North Korea. 


No, Mr President 

In extraordinary testimony to 
Congress, James Comey, the 
head of the FBI, confirmed that 
his agency was investigating 
Russian links to Donald 
Trump’s campaign. He also 
dismissed an allegation that 
Mr Trump was wiretapped at 
the behest of Barack Obama. 
Earlier, the White House said it 
would “not repeat” its claim 
that GCHO, Britain’s intelli- 
gence-gathering agency, had 
assisted in the supposed spy- 
ing. Mr Trump feebly blamed 


Fox News as the claim’s source. 


Neil Gorsuch’s nomination 
hearing in the Senate to bea 
justice on the Supreme Court 
started smoothly. Democrats 
asked tough questions; Mr 
Gorsuch emphasised his 
independence. When asked 
about abortion he said he 
would have “walked out the 
door” if Donald Trump had 
asked him to overturn Roe v 
Wade as a condition of his 
appointment. 


Feeling the pinch 

The 68 countries involved in 
the coalition against Islamic 
State met in Washington to 
review progress, as fighters 
supported by American spe- 
cial forces moved ever closer to 
Raqaqa, the capital of the self- 
styled caliphate, which is now 
almost surrounded. In Iraq, the 
army, backed by coalition air 
power, made gains in Mosul. 


Syrian rebels launched an 
attack on a suburb of 
Damascus, the first large-scale 
fighting so close to the capital 
for four years. 
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Israel shot down a Syrian 
missile using its new advanced 
Arrow system. The missile had 
been fired at an Israeli jet that 
had attacked sites in Syria 
where weapons were being 
moved too close for comfort to 
Israel’s border. 


Activists in Zimbabwe took to 
the streets demanding elector- 
al reforms in a bid to avert 
ballot-rigging in a national 
vote scheduled for 2018. They 
demanded the abolition of the 
state-appointed electoral 
commission. Some opposition 
eroups have called for the vote 
to be supervised by the UN. 


Love me tender 


China suspended meat im- 
ports from Brazil after Brazilian 
police raided several meat- 
packing plants that sold unhy- 
gienic produce. Brazil is a big 
exporter of meat and Chinais 
its biggest customer. The EU 
and South Korea also restricted 
some imports. With no appe- 
tite for another hit to the reces- 
sion-bound economy, Michel 
Temer, Brazil’s president, invit- 
ed diplomats and journalists 
to dinner at a steakhouse. 


Peru suffered its worst storms 
in decades, caused by El Nino- 
type currents off its coast. With 
its cities caught off guard, at 
least 75 people were killed and 
100,000 left homeless. 


A rare insight into Cuban 
public opinion was published 
by NoRC at the University of 
Chicago. Surveyed late last 
year, only 13% of Cubans think 
the economy is doing well. 
Two-thirds want more private 
ownership of business and 
56% want to start their own 
firm. Perhaps not surprisingly, 
over half said they would 
leave the country if they could. >> 


mw The world this week 


Business 


Uber launched a charm offen- 
sive, holding its first press 
conference since a wave of bad 
publicity crashed over the 
firm. Arianna Huffington, a 
member of the board, backed 
Travis Kalanick, the belea- 
suered founder and chief 
executive, but said there can be 
“no room...for brilliant jerks” 
in the future. A few days earlier 
the executive in charge of 
promoting Uber’s image 
resigned acrimoniously, saying 
that his beliefs were 
“inconsistent” with what he 
experienced at the firm. 


A messy web 

Google took steps to give 
advertisers some control over 
the placement of ads on 
YouTube after it emerged that 
ads from blue-chip companies 
had been found next to 
extremist content. Some big 
advertisers threatened to pull 
their business. Underlining the 
conundrum of policing the 
internet, the EU’s digital 
commissioner criticised a 
proposed German law that 
would slap a€50m ($54m) fine 
on social networks that fail to 
delete hate speech or fake 
news. 


In anod to the new realpolitik, 
the G20 dropped a pledge to 
“resist all forms of protection- 
ism” from the communiqué of 
a meeting of finance ministers. 
The phrase had been regularly 
inserted in G20 statements and 
was considered non-conten- 
tious, but the American dele- 
gation sought its removal. 
Steven Mnuchin, America’s 
treasury secretary, said the 
administration “couldn’t be 
happier with the outcome”. 


Two days after the meeting 
German economic officials hit 
back at American complaints 
that Germany’s giant trade 
surplus is a problem. The head 
of the country’s Council of 
Economic Experts said that 
“problems can arise on both 
sides: surpluses and deficits.” 


A biotech company in San 
Francisco published positive 
results from a clinical trial fora 


new opioid painkiller that 
claims to be less addictive than 
the prescription pills linked to 
an addiction epidemic that is 
sweeping America. Nektar 
Therapeutics’ share price shot 
up by 40% after a study found 
that its drug dampens associat- 
ed feelings of euphoria. 


America and Britain banned 
passengers from taking laptops 
and other large electronic 
devices aboard flights that 
originate in several Middle 
Eastern and north African 
countries, prompted by the 
threat of a terror attack from 
explosives hidden in such 
devices. The American and 
British restrictions differ re- 
garding the countries and 
airlines affected. 


The cut-throat competition 
among India’s telecoms com- 
panies spurred another merger 
of former rivals when Voda- 
fone agreed to combine its 
business in the country with 
Idea Cellular, creating India’s 
biggest provider of mobile- 
phone services. The market in 
India was jolted last year by 
the entry of Jio, a super-cheap 
carrier that supplies a six- 
month free service. Last month 
Bharti Airtel, the former num- 
ber one, struck a deal to buy 
the Indian operations of Nor- 
way’s Telenor. 
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AkzoNobel, a Dutch maker of 
paints and coatings and owner 
of the Dulux brand, swiftly 
rejected a sweetened takeover 
offer of €22.4bn ($24.1bn) from 
PPG, an American rival. It said 
the new price still did not 
reflect the “significant un- 
certainties and risks” to its 
shareholders of a deal, such as 
any antitrust issues that may 
arise. Elliott Management, an 
American activist hedge fund 
with a small stake in Akzo, 
threatened to use the com- 
pany’s bylaws to call fora 
shareholder meeting. 
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voters decided lastJune to 
leave the EU has made imports 
more expensive. Inflation is 
now above the Bank of Eng- 
land’s target of 2%. At its recent 
meeting, one of the central 
bank’s policymakers voted to 
raise interest rates because of 
inflationary pressures. 


Admitting what some analysts 
thinkis inevitable, the owner 
of the Sears and Kmart retail 
chains in America said that 
“substantial doubt exists” 
about whether it can continue 
as a going concern. Sears Hold- 
ings reported a $2.2bn loss last 
year. It has cashed in a few 
investments to stay afloat. 


A hissing sound 

American stockmarkets had a 
rocky week. The s&pP 500, Dow 
Jones Industrial Average and 
NASDAQ indices recorded 
their biggest daily falls of the 
year So far, as the wrangling in 
Washington over the health- 
care bill led investors to fret 
that Donald Trump’s low-tax, 
low-regulation economic 
agenda may not be easy to 
pass. One monthly survey of 
fund managers found that a 
net 34% think shares are over- 
valued, the highest proportion 
since 2001. 


Other economic data and news 
can be found on pages 80-81 


THEY WILL SOON 
BE SEEING 


Amazon’s empire 
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The world’s most remarkable firm may eventually be threatened by its own success 


MAZON is an extraordinary 
company. The former book- 
seller accounts for more than 
half of every new dollar spent 
online in America. It is the 
world’s leading provider of 
_ cloud computing. This year Am- 
mi. / azon will probably spend twice 
as much on eievion as HBO, a cable channel. Its own-brand 
physical products include batteries, almonds, suits and speak- 
ers linked to a virtual voice-activated assistant that can control, 
among other things, your lamps and sprinkler. 

Yet Amazon’s shareholders are working on the premise that 
it is just getting started. Since the beginning of 2015 its share 
price has jumped by 173%, seven times quicker than in the two 
previous years (and 12 times faster than the s®p 500 index). 
With a market capitalisation of some $400bn, it is the fifth- 
most-valuable firm in the world. Never before has a company 
been worth so much for so long while making so little money: 
92% of its value is due to profits expected after 2020. 

That is because investors anticipate both an extraordinary 
rise in revenue, from sales of $136bn last year to half a trillion 
over the next decade, and ajump in profits. The hopes invested 
in it imply that it will probably become more profitable than 
any other firm in America. Ground for scepticism does not 
come much more fertile than this: Amazon will have to grow 
faster than almost any big company in modern history to justi- 
fy its valuation. Can it possibly do so? 

It is easy to tick off some of the pitfalls. Rivals will not stand 
still. Microsoft has cloud-computing ambitions; Walmart al- 
ready has revenues nudging $500bn and is beefing up online. 
If anything happened to Jeff Bezos, Amazon’s founder and 
boss, the gap would be exceptionally hard to fill. But the strik- 
ing thing about the company is how much of a chance it has of 
achieving such unprecedented goals (see pages 17-19). 


Anew sort of basket-case 

This is largely due to the firm’s unusual approach to two di- 
mensions of corporate life. The first of these is time. In an era 
when executives routinely whinge about pressure to produce 
short-term results, Amazon is resolutely focused on the distant 
horizon. Mr Bezos emphasises continual investment to propel 
its two principal businesses, e-commerce and Amazon Web 
Services (aws), its cloud-computing arm. 

In e-commerce, the more shoppers Amazon lures, the more 
retailers and manufacturers want to sell their goods on Ama- 
zon. That gives Amazon more cash for new services—such as 
two-hour shipping and streaming video and music—which en- 
tice more shoppers. Similarly, the more customers use AWS, 
the more Amazon can invest in new services, which attract 
more customers. A third virtuous circle is starting to whirl 
around Alexa, the firm’s voice-activated assistant: as develop- 
ers build services for Alexa, it becomes more useful to consum- 
ers, giving developers reason to create yet more services. 

So long as shareholders retain their faith in this model, Am- 
azon’s heady valuation resembles a self-fulfilling prophecy. 


The company will be able to keep spending, and its spending 
will keep making it more powerful. Their faith is sustained by 
Amazon’s record. It has had its failures—its attempt to make a 
smartphone was a debacle. But the business is starting to crank 
out cash. Last year cashflow (before investment) was $16bn, 
more than quadruple the level five years ago. 

If Amazon’s approach to time-frames is unusual, so too is 
the sheer breadth of its activities. The company’s list of current 
and possible competitors, as described in its annual filings, in- 
cludes logistics firms, search engines, social networks, food 
manufacturers and producers of “physical, digital and interac- 
tive media of all types”. A wingspan this large is more reminis- 
cent of a conglomerate than a retailer, which makes Amazon’s 
share price seem even more bloated: stockmarkets typically 
apply a “conglomerate discount” to reflect their inefficiencies. 

Many of these services support Amazon’s own expansion 
and that of other companies. The obvious example is Aws, 
which powers Amazon’s operations as well as those of other 
firms. But Amazon also rents warehouse space to other sellers. 
It is building a $1.5bn air-freight hub in Kentucky. It is testing 
technology in stores to let consumers skip the cash register al- 
together, and experimenting with drone deliveries to the 
home. Such tools could presumably serve other customers, 
too. Some think that Amazon could become a new kind of util- 
ity: one that provides the infrastructure of commerce, from 
computing power to payments to logistics. 


A giant cannot hide 

And here lies the real problem with the expectations sur- 
rounding Amazon. Ifit gets anywhere close to fulfilling them, it 
will attract the attention of regulators. For now, Amazon is un- 
likely to trigger antitrust action. It is not yet the biggest retailer 
in America, its most mature market. America’s antitrust en- 
forcers look mainly at a firm’s effect on consumers and pricing. 
Seen through this lens, Amazon appears pristine. Consumers 
applaud it; it is the most well-regarded company in America, 
according to a Harris poll. (aws is a boon to startups, too.) 

But as it grows, so will concerns about its power. Even on 
standard antitrust grounds, that may pose a problem: if it 
makes as much money as investors hope, a rough calculation 
suggests its earnings could be worth the equivalent of 25% of 
the combined profits of listed Western retail and media firms. 
But regulators are also changing the way they think about tech- 
nology. In Europe, Google stands accused of using its clout as a 
search engine to extend its power to adjacent businesses. The 
comparative immunity from legal liability of digital plat- 
forms—for the posting of inflammatory content on Facebook, 
say, or the vetting of drivers on Uber—is being chipped away. 

Amazon’s business model will also encourage regulators to 
think differently. Investors value Amazon’s growth over pro- 
fits; that makes predatory pricing more tempting. In future, 
firms could increasingly depend on tools provided by their big- 
gest rival. If Amazon does become a utility for commerce, the 
calls will grow for it to be regulated as one. Shareholders are 
right to believe in Amazon’s potential. But success will bring it 
into conflict with an even stronger beast: government. & 


8 Leaders 


The future of the European Union 


How to save Europe 
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If itis to survive, the European Union must become alot more flexible 


N MARCH 25th 1957, with 
the shadow of the second 
world war still hanging over 
them, six European countries 
signed the founding treaty of a 
new sort of international club. 
The European Union, as the club 
| came to be called, achieved suc- 
cess on a cele its nies could barely have imagined, not 
only underpinning peace on the continent but creating a single 
market as well as asingle currency, and bringing into its fold ex- 
dictatorships to the south and ex-communist countries to the 
east, as it expanded from six members to 28. Yet even as today’s 
European leaders gather in Rome this weekend to celebrate the 
6oth anniversary, they know their project is in big trouble. 

The threats are both external and internal. Internally, the 
flaws that became glaringly evident in the euro crisis have yet 
to be fixed. Prolonged economic pain has contributed to a 
plunge in support for the EU. Populist, anti-European parties 
are attacking the EU’s very existence—not least in France, 
where Marine Le Pen is doing uncomfortably well in the presi- 
dential campaign, even if the National Front leader is unlikely 
to win in May. The most dramatic result of the anti-EU back- 
lash so far is Brexit. Britain’s prime minister, Theresa May, will 
not bein Rome for the birthday party; on May 29th she plans to 
invoke Article 50 of the Ev treaty to start the Brexit process. Ne- 
gotiations over Britain’s departure will consume much time 
and energy for the next two years; losing such a big member is 
also a huge blow to the club’s influence and credibility. 

The external pressures are equally serious. The refugee cri- 
sis has abated, but mainly thanks to a dodgy deal with Turkey. 
A newly aggressive Russia under Vladimir Putin and, in Do- 
nald Trump, an American president who is unenthusiastic 
about both the EU and NATO, make this a terrible time for Eu- 
rope to be weak and divided. That a project set up to underpin 
Europe’s post-war security should falter at the very moment 
when that security is under threat is a bitter irony. It is also a re- 
minder of how muchis at stake if Europe fails to fix itself. 


Never-closer union 

The traditional response of EU-enthusiasts to such challenges 
is to press for a bold leap towards closer union. The euro needs 
this if it is to succeed, they argue. Equally, they say, more pow- 
ers ought to shift to the centre to allow the EU to strengthen its 
external borders and ensure that it speaks with one loud voice 
to the likes of Mr Putin and Mr Trump. Yet the evidence is that 
neither European voters nor their elected governments want 
this. If anything, public opinion favours the reverse. 

If ever-closer union is not possible, another Brussels tradi- 
tion is simply to muddle through. The euro crisis is past its 
worst, immigration has peaked and Brexit will be managed 
somehow. If, after this year’s elections, Emmanuel Macron is 
France’s president alongside either Angela Merkel or Martin 
Schulz as Germany’s chancellor, the club would be under 
staunchly pro-Eu leadership. Yet muddling along has risks of 
its own. A renewed financial crisis that upset the euro again, or 


the election of another government committed to a referen- 
dum on Eu or euro membership, could tear the union apart. 

Is there a better alternative? The answer, as our special re- 
port argues, is to pursue, more formally than now, an Eu thatis 
far more flexible. In Euro-speak, this means embracing a 
“multi-tier” system, with the countries of a much wider Eu- 
rope taking part to different degrees in its policies—and able to 
move from one tier to another with relative ease. 


The great British break-off 

There has recently been a flurry of interest in the notion of a 
“multi-speed” Europe. But what most EU leaders mean by the 
term is that core members should be able to pursue common 
policies in areas like defence, fiscal or welfare policy; it implies 
that all countries are moving towards the same destination. A 
broader, “multi-tier” Europe would find a place for non-mem- 
bers as well. The continent consists of 48 countries and 750m 
people, not just the 28 countries and 510m people in the union, 
still less the 19 and 340m in the euro. 

The core of Europe will be those countries that share the 
single currency. To solve the euro’s ills, they need more integra- 
tion and shared institutions—from a proper banking union toa 
common debt instrument. The next tier would comprise a 
looser group than now of EU members that are not ready to ac- 
cept the sacrifice of sovereignty needed to join the euro, which 
some will not do for many years, and may never. 

Beyond that a multi-tier Europe should accommodate 
widely differing countries. That means a changed mindset 
more than changed treaties: in the language of Eurocrats, ac- 
cepting a menu that is a la carte, not prix fixe. This is anathema 
in Brussels, where the idea that you can pick and choose the 
bits of the Eu that you like is frowned upon, but it is what Euro- 
peans increasingly want. Countries like Norway or Switzer- 
land may wish to be closely bound to the European single mar- 
ket. Others such as Britain may not be ready to accept the single 
market’s rules, but still wish to trade as freely as possible with 
the EU. They might seek a bigger role in other areas such as de- 
fence and security. And places like Turkey, the western Bal- 
kans, Ukraine and Georgia might prefer a similar associated 
status instead of today’s unsatisfactory situation, where they 
are told they are eligible to be full members but know they will 
never be allowed to join. 

To work, a multi-tier Europe should be pragmatic about the 
rules that each tier entails. Those in the outer group might not 
accept fully free movement of people, for instance, but that is 
no reason to wall off their access to the EU’s single market. Nor 
should there be a stigma of second-class status for those out- 
side the core: after all, they include Denmark and Sweden, two 
of Europe’s most successful countries. Ways should be found 
for countries with military or diplomatic clout (eg, post-Brexit 
Britain) to join in foreign and defence policies. 

For the European project to survive another 60 years, the 
key is flexibility, in both directions. Just as Britain is leaving the 
EU, another country might one day leave the euro. Any such 
step will be hard to manage. But if the union cannot embrace 
differentiation, it faces the risk of disintegration instead. m 


BREAKTHROUGH 
TECHNOLOGIES SHOULD 
RESULT IN BETTER 
MEDICINES. 


At Mundipharma, we believe innovation is only as good as the positive ffansformation it brings. Over the last 60 years, 
we have focused on creating innovative medicines that improve the quality of life of patients, everywhere. mM undi pharma 


60 years. 6 continents. 4 billion patients. 6 therapeutic areas. 38 medicines. INNOVATORS IN HEALTHCARE 
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Donald Trump and multilateralism 


China first 
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The president’s foreign policy will not deliver the American greatness he promised 


LMOST exactly a hundred 
years ago, America was 
poised to send troops to Europe 
to fight in a war which was not 
in the country’s narrow, short- 
term self-interest. Fifty thou- 
sand of them would die, more 
. than fell in either Vietnam or Ko- 
rea. That carnage started an argument that has not let up since: 
does America have a broad interest in maintaining global sta- 
bility and prosperity? Or should it conserve its blood and trea- 
sure and let the rest of the world go to hell? A couple of months 
into his presidency it is clear that Donald Trump’s campaign 
slogan, “America First”, means something like the latter. He 
wants a more powerful army, but can treat allies with con- 
tempt and thinks aid and diplomacy are a waste of time. He 
believes that the multilateral institutions where countries try 
to work together, built by America at great cost in money and 
lives during the 20th century in the hope of preventing war, are 
riddled with bad deals. 


Enemies of State 

His budget proposes to cut funding to the State Department 
and spending on foreign aid by 28%. It also suggests big cuts to 
America’s contribution to the United Nations and World Bank, 
including withdrawing all funding for anything to do with cli- 
mate change (see page 51). When Angela Merkel, leader of 
America’s biggest European ally, visited Washington the presi- 
dent treated her frostily, and after she left he publicly scolded 
Germany for not spending more on its defence. He refused to 
withdraw an accusation that Britain, another steadfast ally, 
had spied on him—a charge for which he has no evidence, and 
which his own National Security Agency said would be “epi- 
cally stupid” had it actually happened, which it did not. 


Scientific publishing 


Breaking free 


His treasury secretary, Steven Mnuchin, removed a vow to 
resist protectionism from a recent G20 statement. His secretary 
of state, Rex Tillerson, who heads a department suffering from 
a crippling lack of direction, went to China, accompanied by a 
single reporter from a friendly news website, and used lan- 
guage about the need for mutual respect and non-confronta- 
tion that delighted Communist Party bosses—without obvious 
concessions in return. Some of this may be attributed to inex- 
perience. But there is a thread running through it all that sug- 
gests an overarching design based on two assumptions. The 
first is that America cannot afford the costs of aid and diplo- 
macy. The second is that multilateral institutions make Ameri- 
ca weaker. Both are wildly mistaken. 

No doubt some of the money spent on aid and diplomacy 
is wasted. But they account for only 1% of federal expenditure, 
and cutting them could do great harm. Aid helps make poor 
countries richer and therefore more stable. Soft power is 
cheaper than hard power, and nearly always a necessary com- 
plement to it. For example, after America helps its Iraqi allies to 
defeat Islamic State, it will need diplomacy and aid to make 
sure that the terrorist group does not make a comeback. Mr 
Trump’s secretary of defence, General James Mattis, once putit 
well: “If you don’t fund the State Department fully, then I need 
to buy more ammunition ultimately.” 

Multilateral institutions such as the UN, World Trade Orga- 
nisation, IMF and World Bank may occasionally constrain 
America, but overall they enhance its influence. Most have 
their headquarters in America. And yes, Uncle Sam foots a dis- 
proportionate share of the bills. Yet this has also given Ameri- 
cans exceptional sway over global rules covering everything 
from trade to security. Walk away, and the result will not be a 
better deal. It will be China first and America’s allies dimin- 
ished; not peace through strength so much as weakness some- 
how conjured out of primacy. = 


Medical research is poorly served by the journals charged with disseminating its results 


CIENCE advances fastest 
when data and conclusions 
are shared as quickly as possi- 
ble. Yet itis common practice for 
medical researchers to hoard re- 
sults for months or years until 
0 research is published in an aca- 
demic journal. Even then, the 

data underpinning a study are often not made public. 

The incentive to withhold findings is powerful. Journal pa- 
pers are the de facto measure of a scientist’s productivity. To 
win research money and get promoted, scientists need to ac- 
crue an impressive list of publications. Yet the delays in dis- 
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seminating knowledge have the capacity to do real harm: dur- 
ing the Zika crisis, sponsors of research had to persuade 
publishers to declare that scientists would not be penalised for 
releasing their findings early. Nor are elite journals the guard- 
ians of quality that they often claim to be. The number of pa- 
pers so flawed that they need to be retracted has risen sharply 
in the past two decades. Studies in elite journals (such as 
Nature and Science) are no more statistically robust than those 
in lesserjournals. 

Science should not, and need not, be shackled by journal 
publication. Three sensible reforms would ensure that re- 
searchers’ results could be communicated to more people 
more quickly, without any compromise on quality. Step one is >> 
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> for the organisations that finance research to demand that sci- 
entists put their academic papers, along with their experimen- 
tal data, in publicly accessible “repositories” before they are 
sent to a journal. That would allow other researchers to make 
use of the findings without delay. Those opposed to such “pre- 
prints” argue that they allow shoddy work to proliferate be- 
cause it has not yet been peer-reviewed. That may surprise 
physicists and mathematicians, who have been posting work 
to arXiv, a preprint repository, for more than 25 years with no 
ill effects. After peer review, research should also be freely 
available for all to read. Too much science, much of it paid for 
from the public purse, languishes behind paywalls. 

Step two is to improve the process of peer review itself. 
Journals currently administer a system of organising anony- 
mous peer reviewers to pass judgment on new research—a fact 
they use, in part, to justify their hefty subscription prices. But 
this murky process is prone to abuse. At its worst, cabals of re- 
searchers are suspected of guaranteeing favourable reviews 


Open banking 
Vaulting ambition 
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for each other’s work. Better that reviewers are named and that 
the reviews themselves are published. The Gates foundation 
has announced its support for an online repository where 
such open peer review of papers takes place. The repository 
was launched last year by the Wellcome Trust, meaning that 
the world’s two largest medical charities have thrown their 
weight behind it. Others should follow (see page 69). 


Fight for your right 

Finally, science needs to stop relying so much on journal publi- 
cation as the only recognised credential for researchers and the 
only path to career progression. Tools exist that report how of- 
ten a preprint has been viewed, for example, or whether a clin- 
ical data set has been cited in guidelines for doctors. A handful 
of firms are using artificial intelligence to assess the scientific 
importance of research, irrespective of how it has been dis- 
seminated. Such approaches need encouragement. Journals 
may lose out, but science itself will benefit. m 


New European rules herald a welcome challenge to incumbent retail banks 


ORE treasured than the 
| bullion in its vaults are the 
‘}} data a bank has stored on its 
servers. Bankers know what 
}| their customers eat, where they 
shop and, increasingly, what 
they get up to online. It is possi- 

es gt ble for customers to share these 
data with since but the process is cumbersome. In effect, 
banks enjoy a monopoly over data that has helped them get 
away with lousy service and fend off newcomers with better 
ideas. In Europe, at least, that is all about to change. 

The source of this upheaval is a new set of regulations, 
snappily named the Second Payment Service Directive, or 
“psD2” (see page 65). The rules, which are being finalised and 
will be in force from January next year, will compel banks to 
share data easily with licensed third parties (if that is what 
their account-holders want). Bankers in Europe squeal that 
their profits and customer relationships are under threat. Fear- 
ing they could be next, America’s bankers are already lobbying 
their regulators to keep their data monopoly intact. Such reac- 
tions are predictable and wrong. 


Because that’s where the data are 
Opening up banks, and the data they hoard, is good for con- 
sumers and competition. New providers will be better placed 
to offer all sorts of innovative services. Apps might ping users 
when they are spending too much on booze or shoes, or offer 
them a one-click option to put unspent monthly income into a 
pension plan. Analytical tools might swiftly aggregate a per- 
son’s financial data in one place, or combine banking data 
with other information to offer individuals the best mortgage 
or loan. The new rules, which also compel banks to share pay- 
ment infrastructure with licensed third parties, should make 
online shopping simpler and cheaper, too. 

Some concerns about PsD2 are legitimate. In particular, it is 


reasonable to wonder about the privacy and security implica- 
tions of sensitive financial data being shared with third par- 
ties. But banks themselves are hardly invulnerable to cyber- 
attack. And the way that European regulators propose to deal 
with these worries looks promising. 

Third parties that want to use bank data will need to con- 
vince national regulators that their data defences are solid and 
must submit to annual inspections. Newbies must also take 
out fraud insurance; their insurers will have a clear reason to 
demand state-of-the-art cyber-security. Many online pay- 
ments will become more secure than they are today, because 
of the directive’s requirements for the use of a robust authen- 
tication process involving two-step verification. 

The gap between writing rules and implementing them is 
always large, so a few things are needed to make PSD2 a suc- 
cess. First, consent from customers to provide access to their 
bank data must be gained explicitly, not buried in pages of gob- 
bledygook. The purposes for which data might be used should 
be clearly explained; and individuals’ consent to share their 
personal information should be easily revocable. 

Second, regulators must be ruthless both in ensuring that 
banks open up their infrastructure to others and in withdraw- 
ing the licences of third parties that break the rules, particularly 
on cyber-security. Third, they must also be flexible enough to 
allow for change as the market evolves. Since the new entrants 
will not be licensed to engage in riskier forms of finance—such 
as lending money—it makes sense to regulate them with a 
lighter touch. But if some fintech providers do end up becom- 
ing systemically important (by, for instance, controlling a dom- 
inant digital wallet), higher standards of oversight might be 
necessary. 

More important now, however, is that regulators hold their 
nerve in response to bank lobbying. Opening up bank data 
gives fintech firms the opportunity to build new businesses 
and incumbent banks the incentive to improve their services. 
In both cases, the winner will be the consumer. 
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John W. McCain 


Chief Executive Officer, 
NTT DATA Services 


uch has been made of the potential for data 
to transform every facet of business, from 
customer segmentation and strategic deci- 
sion making to operations. However, too many 
companies still struggle to generate value from the volumes 
of data they produce. Often, business units are without 
access to the information they need to fuel performance. 
Most executives understand the value of becoming a data- 
driven enterprise but don’t know how to translate this goal 
into action. According to NTT DATA Services CEO John 
McCain, “The biggest IT challenges that companies face 
are modernizing their IT operations to compete in a glob- 
al economy and finding a trusted partner with the scale, 
breadth and depth of capabilities to support them for the 
long haul.” 


How IT supports business strategy 

When adopting an IT solution, companies must consider 
its impact on business strategy, risk, governance and se- 
curity. This formidable task requires a 
trusted partner with the right industry 
and market knowledge. Mr. McCain 
notes, “NTT DATA provides strategic 
yet practical and actionable guid- 
ance—with industry and technology 
solutions ranging from blueprint to 
delivery and beyond.” NTT DAITA‘s 
acquisition of Dell Services gives the 
company the full complement of ser- 
vices necessary to tackle any com- 
plex business challenge. Further, the 
diffuse nature of global companies 
means that IT solutions must be flex- 
ible enough to accommodate opera- 
tions across markets. This dynamic 
makes NTT DATA‘’s 240 data centers 
and professionals located in more than 50 countries criti- 
cal assets for global companies requiring a consistent ap- 
proach to IT management and local regulatory compliance. 


“TOne of] the biggest 
IT challenges that 
companies face...[is] 
finding a trusted part- 
ner with the scale, 
breadth and depth of 
capabilities to support 
them for the long haul.” 


NTT DATA: Translating data into 
insights and a competitive edge 


Meeting specific industry needs 

An added obstacle is that effective IT solutions can vary 
considerably across industries. Financial institutions must 
meet higher reporting and regulatory compliance stan- 
dards. Healthcare providers and health plans are striving to 
be more customer-centric and exploring new risk-sharing 
models—all while protecting patient information. Manu- 
facturing’s tech transformation is accelerating rapidly, with 
increased automation and efforts to analyze volumes of 
data generated during design and production. Meanwhile, 
utilities are seeking to use sensor data to improve perfor- 
mance and decrease costs. 

IT solutions must be tailored to industry needs, anticipate 
change and speed adoption of the next wave of innova- 
tion, from artificial intelligence and machine learning to 3D 
manufacturing and robotic process automation. 

This combination of skills and experience is unique to 
NTT DATA. Mr. McCain says, “Our deeo domain exper- 
tise, coupled with decades of indus- 
try know-how, ensures our clients 
can trust that we understand their 
specific business and _ challenges 
and can provide the strategic ad- 
vice and comprehensive solutions 
to keep them a step ahead of the 
competition.” 


Turning business challenges 

into opportunities 

Despite recent developments that 
have made data, analytics and tech- 
nology a more pressing concern, 
certain fundamentals remain. Mr. 
McCain puts it simply: “Investments 
in technology must move enterprises 
forward and achieve tangible results. 
That’s why NTT DATA is committed to using technology to 
turn business challenges into opportunities.” 


NTT DdaTa 
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Need someone to solve your IT problem? And your 
next problem’? And the next, next one? We secure 
and manage IT systems. Consult locally and globally. 
All while saving our clients hundreds of millions. 
It's simply what we do. And we do It really, really well. 
See how we can rock your IT world. 
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“ Executive Focus 


Senior Executive [Band 3]: 
Head of the 
Transformation Group 


¢ Leading Critical Enterprise 
Transformation Program 


e Attractive remuneration package 


* Canberra based 


The Australian Bureau of Statistics (ABS) is Australia’s national 
statistical agency, providing trusted official statistics on 

a wide range of economic, social, population and environmental 
matters of importance to Australia. 


As the Head of the Transformation Group you will strategically 
lead and manage your group. You will be a key contributor 

to the whole of ABS effort through a significant period 

of transformational change, delivering the agreed work program 
on time, on budget and to the specified level of quality. You will 
also build people capability, foster the next generation of ABS 
leaders and reshape the ABS workforce to meet future needs. 


You will be directly responsible for the Statistical Business 
Transformation Program which includes the transformation 

of our economic and social statistics collections, infrastructure 
development, our people and our culture, 


We are seeking a proven executive who is agile and innovative 
with demonstrated experience in leading major change 
programs across business, systems and people/culture who 
can take up the leadership of this program as it approaches 
the midway point and enters into the final delivery phase. 


You will have strong networks within Government and the 
private sector. These networks will provide access to people 
and businesses that have undertaken significant business 
change programs from which the ABS can leverage strategies 
and learnings appropriate to our future organisational needs. 


The ABS encourages and values a diverse workforce, 
and provides flexible working arrangements. 


Aboriginal and Torres Strait Islander people and people with 
disability are encouraged to apply. The ABS is committed 
to improving the gender diversity of its leadership. 


For further information, please contact Grant Nichol or 
Mark Lelliott at NGS Global on 1300 138 863 or 
+61 3 8626 0600 quote Job number J15360. 


To apply please visit: www.abs.gov.au/careers 
Applications must be received by 

6pm AEST, 5 April 2017. 

The ABS encourages and values 

a diverse workforce. 

One APS Career... 

Thousands of Opportunities 


www.abs.gov.au make your mark 
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| Extractive 
Industries 
Transparency 
Initiative 


Join our team to improve 
natural resource governance 


The Extractives Industries Transparency Initiative (EIT), the global 
oil, gas and mining transparency standard, is expanding and Is 
seeking to recruit four senior staff members in Oslo, Norway. 
The EITI is at the forefront of the global fight against corruption 
and needs to grow its international headquarters. With 51 
member countries across the world, we are looking to recruit 
senior country experts to help manage our work in Central Asia, 
Africa and the Americas and a Communications Director. This is 
an opportunity to work in an international and vibrant working 
environment helping citizens of resource-rich countries benefit 
from their natural resources and to work on subjects at the 
cutting edge of development and the extractive industry. 


Candidates from EITI implementing and resource-rich countries 
are particularly encouraged to apply. Knowledge and experience 
of the geographical area Is required. 


Find out more at www.eiti.org/jobs. The deadline for applying 
has been extended to 17 April. 


If you wish to be at the pinnacle of the global effort by 
governments, companies and civil society to improve natural 
resource governance and think that you have relevant experience, 


apply! 
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ECOLE POLYTECHNIQUE 
FEDERALE DE LAUSANNE 


EPFL — the Swiss Federal Institute of Technology Lausanne — invites 
applications for the position of Director of the College of Management 
of Technology. With an international reputation for excellence, EPFL is 
one of the foremost European institutions of science and technology. Its 
campus provides a unique and vibrant learning and research environ- 
ment located in the French-speaking area of Switzerland, on the shore 
of Lake Geneva. 


Reporting to the President as part of EPFL’s senior management, the 
CDM Director leads the strategic development of the College, provides 
vision and leadership for its teaching, research and outreach activities, 
and oversees its administration. The CDM ts currently active in 3 main 
areas: Management of Technology & Entrepreneurship, Public Policy, 
and Financial Technology. It provides engineering and science students 
with cutting-edge education in these 3 areas, thereby nurturing the next 
generation of innovative business and policy leaders. Furthermore, the 
CDM promotes excellence in research and develops world-class execu- 
tive education programs. 


The successful candidate has an outstanding academic record in one of 


the aforementioned 3 areas. Experience in building diverse, collaborative 
teams, Working with a range of internal and external partners, developing 
transversal initiatives, and experience in fundraising are key assets. 


Alfred P. Sloan 


FOUNDATION 


President and 
Chief Executive Officer 


The Alfred P. Sloan Foundation, a philanthropic private 
foundation based in New York City, makes grants to 
support original research and broad-based education 
related to science, technology, and economics, with the 
overall aim of improving the quality of American life. 


The ideal candidate will have a demonstrated record of 
distinction in science, engineering, or economics, with 
organizational leadership experience in a collaborative and 
collegial enterprise in which individuals are the key drivers. 
He or she will have an understanding of the research 
university environment, a commitment to high standards of 
scientific excellence and intellectual rigor, and experience 
working with or serving on a board of directors or trustees. 


The position statement for this role is available at 
https://sloan.org/about/careers and expressions of interest 
or nominations may be sent via email to the following 
address: sloanpresident@spencerstuart.com 


The Foundation ts an equal opportunity employer and strongly 
encourages women and members of other underrepresented 
groups to apply for this position. 
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Director of the College 


of Management of Technology (CDM) 
at the Ecole polytechnique fedérale de Lausanne (EPFL) 


The position offers competitive personal compensation, tenure at the 


full professor level, and financial support for the candidate's research 
program. The candidate should be willing to act as the Director of the 
(CDM for at least one term of 4 years and to start in early 2018. 


Please submit a curriculum vitae, a vision statement and the names of 
up to five professional references by August 3lst. 2017 using the fol- 
lowing website: 


https://academicjobsonline .org/ajo/jobs/8993 
Inquiries, nominations, and expressions of interest can be addressed to: 
Prof. Mare Gruber 


EPFL Vice President for Innovation 


are 1 ak cr) gu oa 
For more information about EPFL and the CDM, please visit www.epfLch. 


EPFL is committed to expanding the ranks of wemen on its faculty, 
qualified women are enthusiastically encouraged to apply. 


Division Chief for Competitiveness, 
Technology and Innovation 


Do you have a track record leading projects that support innovation, productivity 
and entrepreneurship? 


Are you open to a new challenge that will make an impact on people's lives 


in Latin America and the Caribbean? 


The Inter-American Development Bank, the largest and leading source of 


financing for regional development in Latin America and the Caribbean, 
is looking for an internationally recognized leader with a strong academic and 
private sector experience, as well as a sound expertise in the digital economy 
arena and the design of public policies. 


Your challenge: to lead and develop the Division's strategic agenda to improve the 


productivity, and competitiveness of businesses in the region, through innovation 
and new technologies adoption, managing a team of highly qualified professionals. 


The ideal candidate will combine technical and/or academic knowledge, 
expenence crafting public policies, sound understanding of the private sector, 
and recognized managerial capabilities. 

Holding a Master's degree (PhD preferred), and having honed his/her skills during 
over 10 years of work experience, he/she will have developed a strong 
knowledge and understanding of the Latin America and Caribbean context and 


key stakeholders in this field. This position requires excellent communications 


skills in English and Spanish and the ability to influence and convince policy 
makers as well as business managers. He/she will be able to demonstrate 
having led large and complex programs and show how they made an impact. 


We offer a dynamic and international work environment, competitive salary 
and excellent benefits, including relocation if applicable. 


Interested’? Please apply in response to reference 1700000075 on our career page 


www.iadb.org/jobs 
Application deadline: 1 April, 2017. 
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Education in Liberia 


It was unfair of you to describe 
ActionAid’s opposition to 
charter schools in Liberia as 
“partly ideological: they do not 
like for-profit schools” 
(“Lessons from Liberia”, Febru- 
ary 25th). On the contrary, our 
concerns with this experiment 
are based on feedback from 
communities, rigorous reviews 
of the evidence and basic 
principles. One private pro- 
vider is struggling to run just 25 
schools in Liberia and yet 
plans to scale up to 300 before 
any evidence emerges from a 
planned evaluation. 

And yes, we believe that 
education should be free. 
Firms should not be able to 
make a profit from running 
private schools that receive 
public subsidies. It is illegal in 
many countries. Even the elite 
private schools in Britain are 
notrun for profit. The Part- 
nership Schools for Liberia 
programme that you men- 
tioned is pouring money into 
less than 3% of schools in the 
country, which receive be- 
tween $50 and $1,000 per 
child. Children in the other 
97% of public schools do not 
receive such support. 

We believe that education 
can be the most powerful 
equalising force in a society, 
but this is undermined when 
you create a stratified educa- 
tion system. The government 
of Liberia has produced a 
national education plan with 
good ideas for reforms that 
could help children in all 
Liberian schools. We wish it 
would focus on this rather 
than pursuing what is truly the 
“ideological” experiment. 
LAKSHMI MOORE 
Country director 
ActionAid Liberia 
Monrovia 


All-a-muddle at Middlebury 


At the Conservative Political 
Action Conference in 2013, 
Charles Murray recommend- 
ed, to the disappointment of 
his conservative colleagues, 
that Republicans should ac- 
cept the legalisation of gay 
marriage and abortion. Char- 
ges of racism regarding his 
book, “The Bell Curve’, are still 


a matter of debate. Undaunted 
by these facts, students at Mr 
Mutray’s lecture at Middle- 
bury College harangued him 
by accusing him of being 
homophobic and sexist as well 
as racist (“Blue on blue”, March 
nth). No need to bother with 
specifics when a stereotype is 
handy. It is an article of liberal 
faith that racism, sexism and 
homophobia are comorbid- 
ities. That is all the impas- 
sioned objectors need to know. 
MARGARET MCGIRR 

Greenwich, Connecticut 


The real limits on free speech 
at American colleges over the 
past 30 years have not been in 
the liberal arts. Well-funded 
business schools have 
boomed during that time. 
Send your observer of free 
speech to these colleges. Good 
luck trying to find the socialist 
critic of market economics, the 
faculty member who has 
experienced the fear of precari- 
ous shift work, or the speaker 
who will criticise the unani- 
mous view that markets, well, 
they just work. These limits on 
free speech are insidious and 
occur without much scrutiny. 
STUART FRIEDMAN 

Ithaca, New York 


Home of the entrepreneur 


Your article on French 
entrepreneurs (“Less 
misérable”, February 25th) 
suggests that France has be- 
come Europe’s most active 
destination for venture capital 
thanks to changes in French 
mentality, the rise of “deep- 
tech” startups and private 
initiatives. All your arguments 
are true but there is one other 
crucial point: public policies 
over the past 20 years should 
also be credited for this suc- 
cess. The French administra- 
tion has created a tax haven for 
innovative tech companies. I 
am an entrepreneur and foun- 
der of a firm employing 50 
people. The combined assis- 
tance of a tax credit for re- 
search, the improved status for 
startups and a state-backed 
interest-free loan helped us 
grow. In our first five years we 
gave nothing back to the state, 
though that assistance has 
now been largely returned. 


The Economist often criti- 
cises the inefficiency of the 
French state, but on this topic it 
should delve deeper. 

GILLES TOULEMONDE 
Chief executive 
Inova 

Lyon 


“Fractured” (March 4th) point- 
ed out the many interesting 
parallels between the forth- 
coming French presidential 
election and last year’s elec- 
tion in America. One big differ- 
ence: unlike Donald Trump, 
Marine Le Pen needs to wina 
majority of the popular vote. 
RICHARD TILLES 

San Francisco 


Car trouble 


Itis true that generous sub- 
sidies have led to increased 
sales of electric cars in Norway 
(“Northern light”, February 
18th). However, the associated 
perks of free parking and waiv- 
ing of tolls has led to arise in 
traffic, which contradicts the 
government’s aim to reduce 
congestion and promote walk- 
ing, biking and mass transit. 
Moreover, the value-added tax 
avoided by imported electric 
cars applies not just to the 
batteries, but also to the 
leather seats, sound system 
and high-performance suspen- 
sion. Electric-car subsidies are 
luxury-car subsidies, causing 
unintended distortions. 
JOHANNES MAURITZEN 

Associate professor 

BI Norwegian Business School 
Trondheim, Norway 
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How do words die? Johnson’s 
reasons are organic: words die 
because they are unloved and 
unused (March 4th). Or 


dumped. When the “Oxford 


Junior Dictionary” updated its 
edition for 7-year-olds, in came 
words such as allergic, bungee 
jumping, blog, celebrity, MP3 
player, vandalism and chat 
room. Out went blackberry, 
buttercup, dandelion, conker, 
spinach, hamster, wren, otter, 
cheetah, some hundred other 
words related to nature, as well 
as porridge and sin. 

Should a dictionary for 7- 
year-olds reflect their day-to- 
day language? Or should it 
help shape their understand- 
ing of the world, not just reflect 
its trends? The editors decide 
the words, and hence the 
language, no doubt scolding, 
as the real Samuel Johnson 
did, at the energetic unruliness 
of the English tongue. 

As we take our youngsters 
out this spring, let’s make sure 
that they can recognise a blue- 
bell even if they can’t spell it. 
KATHERINE HALLGARTEN 
London 


It’s not been since I was knee- 
high to a grasshopper that I 
read an article that was so 
much knee-slapping fun. Don’t 
let anyone spin a yarn about 
the death of choice expres- 
sions. We’ve just got to put our 
foot down, digin our heels and 
bow up our backs. We can 
noodle words right back, if we 
have a mind to. 

JAMES BRUCE 

Siloam Springs, Arkansas 


Join the club 


In every issue of The Economist 
the OECD is repeatedly de- 
scribed as “a group of mostly 
rich countries”, and on occa- 
sion “a club of mainly rich 
countries”. I was shocked to 
discover in “Steely defences” 
(February 18th) that the OECD 
had temporarily become “a 
club of rich countries”. Had the 
poorer countries briefly found 
fortune or were they expelled 
for the week? 

ERIK BOGH 

Burbank, California & 


Letters are welcome and should be 
addressed to the Editor at 

The Economist, 25 St James’s Street, 
London SW1A 1HG 

E-mail: letters@economist.com 
More letters are available at: 
Economist.com/letters 
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Investors think Amazon is going to grow faster, longer and bigger than almost any 


firm in history. Can they be right? 


VERY chief executive hopes to lead his 

company to success. Jeff Bezos, Ama- 
zon’s boss, wants something more epic. A 
prominent wall in the company’s head- 
quarters in Seattle is covered with narra- 
tives from historic explorations: excerpts 
from “The Odyssey”; notes from the jour- 
ney of Lewis and Clark as they ventured 
across America; the transcript of the first 
moon-walkers talking to mission control. 
At the end, ones and zeroes spell out how 
far the company has got: “Day One”. 

The phrase, reflecting Mr Bezos’s belief 
that Amazon’s journey has just begun— 
and begins again each day—is the com- 
pany’s mantra. At any other firm such gran- 
diosity would invite derision. At Amazon, 
it makes investors drool and rivals quake. 

Amazon, which went public 20 years 
ago, is now the world’s fifth-largest com- 
pany by value, worth over $400bn (see 
chart 1 on next page). Its e-commerce site 
accounts for about 5% of retail spending in 
America, roughly half the share of Wal- 
mart, the biggest firm in the sector. It is the 
biggest online retailer in America, and ac- 
counts for over half of all new spending. Its 
cloud-computing business, Amazon Web 
Services (Aws), is larger in terms of basic 
computing services than the three closest 
competing cloud offerings combined. 

Since the start of 2015 Amazon’s share 
price has risen by 173%, seven times the 


growth of the preceding two years. Operat- 
ing profits have expanded, too, but at 
$4.2bn remain relatively small—which is 
how shareholders like it. Amazon has al- 
ways emphasised the value of long-term 
growth (presumably with some bigger pro- 
fits down the line), and investors have 
come to accept this. In February, when Am- 
azon reported higher profits but lower rev- 
enue than expected, its share price tempo- 
rarily dipped. Shareholders worried it 
might not be set to grow as quickly as they 
had hoped. 

Morgan Stanley, a bank, expects Ama- 
zon’s Sales to rise by a compound average 
of 16% each year from 2016 through to 2025: 
that is higher than its estimates for Google 
or Facebook. That is a slower pace than 
Amazon managed over the past decade; 
but the bigger a company is, the harder it is 
to keep growing. Amazon’s annual sales of 
$136bn are almost 50% more those of Al- 
phabet, Google’s parent, and over four 
times Facebook’s. Credit Suisse, another 
bank, calculates that only ten firms with 
sales of more than $50bn have managed to 
grow by an average of 15% or more for ten 
years straight since 1950; no company with 
sales of more than $100bn has done so. If 
Amazon were to pull it off, it would be the 
most aggressive expansion of a giant com- 
pany in the history of modern business. 

That raises two questions. The first is 
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how Amazon could possibly achieve this. 
The second is which industries it might up- 
end in the process. 

Amazon’s growth to date has come 
from following a rather vague mission—be- 
coming “Earth’s most customer-centric 
company”—with massive investment that 
takes a long view when it comes to attract- 
ing, keeping and making more money 
from those customers. Year after year, an 
expanding collection of services sweeps 
up more customers and creates more cash. 
The company produced $16bn in cashflow 
before investment last year, more than four 
times the level five years earlier. That is 
thanks to its scale, says Heath Terry of 
Goldman Sachs, the investments it 
chooses and its skill at executing them. 


The virtuous buzzsaw 

The money it has spent on its e-commerce 
system has set new standards for service 
and price. Its site and the formidable logis- 
tics behind it are an alternative to queues 
and trekking from shop to shop. Little won- 
der that, according to a recent Harris poll, 
Americans hold Amazon in higher esteem 
than any other company. 

Having first taught people that it was 
safe to shop on computer screens, Amazon 
went on to offer them new ways of buying 
stuff. The Kindle is not just an easy way of 
reading e-books; it is a very convenient 
way of purchasing them. Alexa, a virtual 
assistant linked to the company’s Echo 
speaker, makes many sorts of shopping all 
but frictionless—a consumer can say she 
needs shampoo and that shampoo will ar- 
rive on her doorstep. 

The company has also found new 
things to sell: most notably, computing 
power delivered as a service. The ability to >> 
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>get the number-crunching, data-storage 
and development tools they need without 
capital expenditure has been a blessing for 
startups and larger customers alike. Net- 
flix, astreaming-video company, uses AWS 
to serve 94m subscribers; America’s Cen- 
tral Intelligence Agency uses a version cus- 
tomised to its security needs. (The Econo- 
mist’s website is also hosted by AWS.) 

Achieving such successes takes hard 
work: the company has a reputation for in- 
tensity and a demanding culture. It also re- 
quires a willingness to spend. “It’s very 
easy for a large company to get trapped 
into not wanting to place too many bets 
and fail too often,” says Jeff Wilke, who 
leads Amazon’s e-commerce business. It is 
a trap he is determined to avoid. A massive 
expansion of Amazon’s e-commerce ser- 
vices has led it to lose money in two of the 
past five years. It is also pouring $3bn into 
an attempted expansion into India. 

Some bets have failed. The Fire Phone, 
which Amazon launched in 2014, flamed 
out. The idea that it could be used to recog- 
nise, and find a seller of, any product it saw 
turned out to be far more interesting to 
Amazon than to its customers, who pre- 
ferred simple capabilities available from 
other phones. 

Amazon’s successes have come from 
finding ways to spend money that bring in- 
creasing returns. Both Aws and the e-com- 
merce business benefit from economies of 
scale. But they are also platforms that ben- 
efit from “network effects”—the more peo- 
ple buy from them, the better they get. As 
more firms use AWS, more developers 
know how to use it, giving Amazon more 
data with which to optimise it, which 
makes it more attractive in its turn. More 
shoppers on the Amazon site make it more 
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alluring to third-party sellers, which in- 
creases the range of goods it can offer, 
which attracts more shoppers. 

Alexa shows some signs of becoming a 
similar platform, though these are early 
days. Makers of cars, thermostats and oth- 
er hardware can build Alexa into their gear. 
Alexa already has more than 10,000 
“skills”, similar to smartphone apps, that 
turn wishes into commands. The more 
skills and Alexa-powered devices there 
are, the more appealing the digital assis- 
tant becomes to consumers, which means 
a bigger market for new skills. 


Divisible only by itself 

One of Amazon’s most successful offerings 
has been its Prime subscription. Originally 
this just offered free shipping, but the com- 
pany has added more and more new 
perks—two-hour shipping, for instance, or 
free and sometimes exclusive streaming 
video—to encourage people to stump up 
the annual subscription ($99 in America). 
The idea, Mr Bezos told investors last year, 
is to make Prime “such a good value, you’d 
be irresponsible not to be amember.” 

That is costly. In 2017 Amazon is expect- 
ed to spend $4.5bn on television and film 
content, roughly twice what HBO will 
spend. But it has a big payoff. Users who 
subscribe to Prime spend at least three 
times as much as Amazon shoppers who 
don’t subscribe, estimates Brian Nowak of 
Morgan Stanley. In part this is a selection ef- 
fect; it makes more sense for heavy shop- 
pers to subscribe. But it also seems that, 
having subscribed, they shop yet more 
heavily, knowing that they incur no further 
shipping costs when they do so. Mr Nowak 
reckons the company had 72m Prime 
members last year, up by 32% from 2015. 

As well as focusing on customers, Ama- 
zon has proved rather good at treating itself 
as one; making something it wants and 
then selling it to others. Amazon wanted 
the benefits cloud computing offered, and 
having provided them for itself, decided to 
spread the costs by providing them for oth- 
ers through AWS. The customer’s-eye view 
was a boon; Amazon understood the 
needs of startups better than established 
computing firms could. Last year Aws’s 
revenue reached $12bn, up by more than 
150% since 2014 (see chart 2). 

Allowing others to use the company’s 
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e-commerce platform, warehouses and 
other services is an even bigger business. 
Fees from sellers around the world who 
use Amazon reached $23bn in 2016, nearly 
twice what they were in 2014. 

Some of the company’s current invest- 
ments may deliver similar benefits. It is 
testing a grocery in Seattle that lets shop- 
pers buy items without stopping at a cash 
register. This may prove a model for future 
Amazon shops. But it seems just as likely 
that the automatic-checkout technology 
will be sold to other retailers. It is also plan- 
ning a $1.5bn hub for cargo planes in Ken- 
tucky. At the very least, that will help meet 
demand in busy periods and give it more 
bargaining power when dealing with ven- 
dors such as ups and FedEx. But Amazon’s 
fleet could one day be part of a logistics op- 
eration that rivals them. 

Such experiments raise a tantalising 
prospect for shareholders. aws provides 
the tools for companies to do business on- 
line; Amazon is a dominant online plat- 
form for selling digital and physical goods. 
Eventually, the company could offer infra- 
structure for all kinds of commerce, online 
and off. It already has one of the things that 
modern business most desires: data. It 
knows what its customers buy, listen to 
and watch; it has a good sense of how they 
respond to prices. The more data Amazon 
has, the better it can boost sales via its site 
through recommendations, advertise- 
ments, new services, products and more. 
That would make it ever more difficult for 
rivals to catch up. 

Mr Bezos claims, as a corollary to think- 
ing only of customers, never to think of ri- 
vals. However, the list of current and possi- 
ble competitors that Amazon is required to 
include in its annual filings is long and get- 
ting longer. It ranges from retailers and 
search engines to film producers and, as of 
last year, logistics and advertising firms. Sir 
Martin Sorrell, boss of wep, the world’s 
biggest advertising company, might seem 
to have little to fear from a firm which last 
year made an estimated $2bn from adver- 
tising. But Amazon is a new intermediary 
between brands and customers, one 
which could conceivably use its direct rela- 
tionships and stacks of data to cut out the 
ad-agencies altogether. “What worries you 
when you go to bed at night and wake up 


in the morning?” Sir Martin said in a recent >> 
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> conference call. “It’s Amazon.” 

For many retailers Amazon is both a 
competitor and a way of getting more busi- 
ness. There are more than 70,000 compa- 
nies, Amazon says, that earn more than 
$100,000 a year selling through the firm’s 
site. Many of them are competing with 
their host in one way or another. Some go 
up against the company’s own private-la- 
bel products, which range rather bafflingly 
from potato crisps to baby wipes to loafers. 
Many more go up against the stock that 
Amazon buys and resells. 

For anyone selling on Amazon, promi- 
nent placement in the “buy box” that ap- 
pears on screen when something is 
searched for is a big boost. According to 
One Click Retail, a consultancy, products in 
the buy box account for 86% of sales on the 
website and 93% on the mobile app. By re- 
verse-engineering the algorithm that runs 
the box, the consultants found thatif a sell- 
er pays Amazon to handle warehousing 
and logistics on its behalf, which probably 
speeds up shipping, it is more likely to win 
a spotin the box. So on the occasions when 
Amazon’s retail offering loses the buy box, 
it still gets a piece of the action. 


All good things... 

Bigger competitors do not want to work 
through Amazon. Some will not use Aws 
because they don’t want to subsidise a ri- 
val. Large retailers are seeking to match 
Amazon’s standard of fast, cheap shipping 
on their own. But that lowers the margins 
for their online sales and risks cannibalis- 
ing sales from their stores. The competition 
thus threatens to make many of them per- 
manently less profitable. 

Last year Walmart made a particularly 
expensive bid to fend off Amazon, paying 
$3bn for Jet.com, an e-commerce startup. 
Marc Lore, Jet.com’s boss, has history 
when it comes to competing with Amazon. 
“The Everything Store”, a book about Ama- 
zon by Brad Stone, a journalist, tells the 
story of Quidsi, a previous startup of Mr 
Lore’s that sold nappies through a site 
called Diapers.com. When Amazon was 
building a nappies business, the bigger 
company cut prices so rapidly that Quidsi 
reckoned that matching them would lose it 
$100m in three months. Quidsi agreed to 
be boughtin 2010. 

Other competitors are worried, too. In 
December Amazon challenged Netflix by 
expanding Prime Video to more than 200 
countries. “I feel like we’re competing with 
an unusual person,” Reed Hastings, Net- 
flix’s boss, has admitted. “Because Jeff’s 
there, it’s kind of scary.” This is not a win- 
ner-takes-all contest; two-thirds of Ameri- 
can Prime subscribers also subscribe to 
Netflix, according to Cowen, a financial- 
services firm. But as Prime Video’s offering 
improves, some Netflix viewers might 
drop their subscription. 

Netflix hopes to keep them by spending 


on its exclusive shows; like Spotify in mu- 
sic, it also has the advantage of an estab- 
lished brand and a customer base. But 
competition is hotting up. Disney, Fox, NBC 
Universal and Time Warner have beefed 
up a streaming competitor of their own, 
Hulu. 

The other tech giants have their own 
reasons to be worried about Amazon— 
though they may also have the best de- 
fences. Apple faces the risk that Amazon, 
not iTunes, becomes the default platform 
for streaming and buying content; but it 
has the diversified revenue needed to fight 
its corner. Google, for its part, does not 
want shopping through Amazon, and par- 
ticularly Alexa, to cut it out of the loop, 
jeopardising its advertising revenues; nor 
does it want Alexa to be the platform peo- 
ple chose for running their homes. In Feb- 
ruary Google said its new assistant—called, 
simply, Assistant—would not only power a 
device called Google Home, but roll out to 
smartphones using Android, its mobile op- 
erating system. Their strength in mobile 
phones gives both Apple and Google an 
edge over Amazon. 

Tech giants will also be fighting Ama- 
zon in the cloud. Microsoft is its strongest 
competitor, but Google and 1BM are formi- 
dable, too. All four are fighting to lower 
prices and provide better technology, with 
billions now being pumped into Al. 

If competitors fail to halt Amazon’s 
whirl of activities, antitrust enforcers 
might yet do so instead. This does not seem 
an imminent threat. American antitrust 
authorities mainly consider a company’s 
effect on consumers and pricing, not 
broader market power. By that standard, 
Amazon has brought big benefits. 

Two perils lurk, however. One, for now, 
is theoretical. In a recent article in the Yale 
Law Journal, Lina Kahn argued that, 
among other things, the scope of Ama- 
zon’s activities may make it impossible for 
competitors not to end up relying on it. If 
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regulators paid more heed to market pow- 
er, that could be a red flag—especially as 
Amazon continues to grow and provide its 
services to competitors ever more widely. 
Asecond threat is real. Donald Trump does 
not care for the Washington Post, anewspa- 
per Mr Bezos owns. In 2016 Mr Trump said 
Mr Bezos was using the Post to attack him 
because Amazon has “a huge antitrust pro- 
blem”. If Mr Trump believes that—or even 
if he doesn’t—his administration might fa- 
vour action. 

For now, though, Amazon’s rivals must 
fend for themselves. They can hope Mr Be- 
zos makes a mistake, or gets wrong-footed 
by some startling new trend—but though 
both are possible, they are hardly a strat- 
egy. Instead, the best defence is simple: sell 
something that customers want and Ama- 
zon does not have. Exceptional merchan- 
dise and service helps. In America big, 
bland bookstores are struggling, but the 
number of independent booksellers has 
climbed. The threat from Amazon has 
forced Walmart to improve its stores, with 
easier checkout and more helpful staff; it 
has seen abump in sales. Amazon’s invest- 
ments in television have helped fuel a bid- 
ding war for good programming—Holly- 
wood’s studios are producing the best 
television for generations. And thanks to 
AWS, and its competitors, there has never 
been a better time to start up a web-based 
or data-centric firm. 

For decades, consumer giants mostly 
grew slowly and comfortably, with only 
occasional bursts of innovation. Now Am- 
azon’s epic journey is forcing companies to 
lower prices and to improve products or to 
suffer. Many may, as a result, become less 
profitable; many will instead improve. 
And all the while, as Mr Wilke puts it, Ama- 
zon’s “pioneers wander the world with di- 
vine discontent and say, ‘how can I make 
that better today?’” Companies on its ever 
larger roster of rivals settle for mediocrity 
at their peril. = 
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Thai politics 


Generals’ disarray 


BANGKOK 


The junta that runs Thailand unveils a 20-year plan that omits the most urgent item 


HEN its tanks rolled into Bangkok in 

2014—ousting an elected government 
that had been paralysed by protests—Thai- 
land’s ruling junta promised that democra- 
cy would be back in a jiffy. Three years on, 
there is still no sign of the promised polls. 
Instead, in mid-March, the generals treated 
diplomats and foreign journalists to a 
briefing on their “20-Year National Strat- 
egy”, a programme which, they insist, all 
future governments will be legally obliged 
to follow. It is only the latest indication that 
the men in uniform are here to stay. 

The junta’s right to impose its master 
plan on Thailand is enshrined in its new 
constitution, which it rammed though in a 
referendum last year after banning cam- 
paigners from criticising the text. That doc- 
ument allows for fresh elections, which, 
after multiple postponements, are now ex- 
pected in 2018. But it also empowers a 
junta-stacked senate and several unusual 
committees to baby-sit incoming govern- 
ments—which includes giving these bo- 
dies the right to intervene should elected 
politicians choose to pursue their own 
policies instead of sticking to the generals’ 
preordained plan. 

Spin doctors had previously stated, to 
general mystification, that the national 
strategy would encompass “six areas, six 
primary strategies and four supporting 


strategies”. The latest explanation was sim- 
ilarly vapid: a clutch of admirable but 
vague aspirations, such as improving the 
competitiveness of the economy and pro- 
moting equality of opportunity, flecked 
with trendy phrases such as “green econ- 
omy” and “human capital”. The small 
print is to be filled out by committees, sup- 
posedly after public consultations. Cynics 
speculate that the details will be left wool- 
ly on purpose, to make it easier for the 
army to justify meddling whenever it likes. 


Arthritic tiger 
Everyone agrees that Thailand could do 
with a long-term plan. Once one of South- 
East Asia’s economic stars, it has grown 
more slowly than all of its large neighbours 
for years. In a report released earlier this 
month the World Bank warned that Cam- 
bodia, Malaysia and Vietnam looked more 
competitive. Well-connected tycoons 
dominate business; many schools outside 
the biggest cities are woeful. For years gov- 
ernments have splurged the largest part of 
their budget on the lucky residents of 
Bangkok and its industrial exurbs, helping 
to keep citizensin the outer provinces poor. 
Insiders say the junta is more aware of 
these problems than the antics of Prayuth 
Chan-ocha, its cartoonish leader (pictured, 
at centre, in khaki), suggest. So far it has 
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propped up growth through tax cuts, trans- 
fers and temporary incentives to boost 
consumer spending. But it looks incapable 
of instigating the contentious reforms that 
a 20-year plan should entail. It has been 
successful at squelching opposition in 
Thailand’s rural heartland, but remains be- 
holden to a narrow urban clique deter- 
mined to preserve its privileges. It intro- 
duced an inheritance tax in 2015, but only 
after greatly diluting the original proposal; 
a plan to tax land is crawling along. 

Moreover, the junta’s schemes increas- 
ingly appear hostage to the whims of Thai- 
land’s new monarch, King Vajiralongkorn, 
whose motives remain uncertain. He has 
already wrong-footed the generals twice: 
first, by choosing not to accede to the 
throne for a month after his father’s death 
last October; second, by ordering changes 
to sections of the junta’s constitution that 
lightly limited the palace’s ill-defined pow- 
ers. (Those redrafts are now awaiting the 
king’s approval, one of several ways in 
which bigwigs have continued to tinker 
with the charter even though the elector- 
ate is supposed to have signed off on it.) 

Lately the king has been purging and 
promoting court officials. Perhaps 20 peo- 
ple have left his service; cryptic notes in the 
Royal Gazette say they were dismissed for 
foibles including “procrastination” and 
“arrogance”; one “lacked enthusiasm”. In 
February the palace announced that Jum- 
pol Manmai, a senior aide, had been 
sacked for “extremely evil behaviour”. He 
was later photographed with his head 
shaven, once a common punishment for 
Thais who offended the sovereign. 

Some have taken this episode as a sign 
that the army and the palace are in fact rub- 
bing along: Mr Jumpol was once thought >> 
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>close to Thaksin Shinawatra, a former 
prime minister whom the generals and 
their backers abhor. But the junta may well 
worry that the king will seek to use an an- 
nual army reshuffle, due in September, to 
shake up their ranks too. 

The only way to secure Thailand’s next 
two decades is to defuse the quarrel that 
lies at the heart of its political strife: a spo- 
radically violent class war that has pitted 
well-off urbanites, royals and soldiers 
against the sometimes bumbling govern- 
ments that the more numerous rural voters 
elect when they have a chance. In January 
the generals announced that a “reconcilia- 
tion panel” will hold hearings with some 
politicians, including members of Mr 
Thaksin’s party, Pheu Thai, which they 
have twice booted from power. The pro- 
cess is said to have started at the king’s ini- 
tiative. The idea is that participants will 
eventually sign a new “social contract”. 

But it is hard to see what such talks can 
achieve when the junta is still hounding 
Mr Thaksin and his supporters. Yingluck 
Shinawatra, another former prime minis- 
ter who is Mr Thaksin’s sister, is still under- 
going a slow trial for negligence while in of- 
fice; this month the government said that a 
newly discovered “miracle of law” would 
allow it to claim12bn baht ($360m) in taxes 
from Mr Thaksin, who now lives in self-im- 
posed exile, despite the expiry of the rele- 
vant statute of limitations. Meanwhile the 
military insists that it is not an actor in 
Thailand’s politics, but a referee, and there- 
fore need not take partin the reconciliation 
it is stewarding. In a remarkable feat of 
blindness, the soldiers still seem to believe 
that the dozen or so coups they have 
launched since the 1930s amount to a no- 
ble defence of the kingdom—and not the 
single biggest cause of its malaise. & 


Japanese politics 


The enemy within 


TOKYO 
The governor of Tokyo defies her party 
to build arival political machine 


T IS hard to exaggerate the gall of Yuriko 

Koike, the governor of Tokyo. She is a 
member of the Liberal Democratic Party 
(LDP), which dominates Japanese politics, 
and briefly served as minister of defence a 
decade ago. Yet last year she won her cur- 
rent job by running as an independent, 
against the LpP candidate. Last month she 
thumped the Lpp again after backing a ri- 
val candidate for mayor of one of Tokyo’s 
23 wards. She is now preparing to chal- 
lenge the LDp’s control of the city assembly 
in elections to be held in July. Far from pun- 
ishing this open rebellion, many in the 


Tokyoites first, LDP second 


party seem to be relishing it. 

Ms Koike’s battering-ram in her war 
against the LppP is Kibo no Juku (School of 
Hope), a private academy for her political 
acolytes. The school has whittled down 
thousands of applicants to a few dozen 
graduates who will stand against LDP can- 
didates in July. The charismatic governor’s 
new party, Tomin First no Kai (Tokyoites 
First Group) could end up the biggestin the 
assembly: a recent poll found that 84% of 
Tokyoites support her. 

This run has been fuelled by a popu- 
list’s instinct for picking fights. Ms Koike, a 
former newscaster, has blamed corruption 
for the spiralling cost of the Olympic 
Games, which Tokyo will host in 2020. Her 
warning that spending on the event could 
top ¥3trn ($27bn), over four times the origi- 
nal estimate, has alarmed voters. “People 
see her on television every night fighting 
for them and they like her for it,” says Kat- 
suei Hirasawa, an LDP politician. 

Ms Koike’s showdown with Shintaro 
Ishihara, another Lpp rebel who ran the 
capital from 1999 to 2012, has also caught 
the public’s imagination. Ms Koike blames 
Mr Ishihara for approving the relocation of 
Tsukiji, the world’s biggest fish market, to 
the toxic site of a disused gas works. The 
frail ex-governor has been summoned to 
the city assembly in a potentially humiliat- 
ing probe that could widen to include his 
links to a failed bank. 

During the election for governor last 
summer, Mtr Ishihara said that running To- 
kyo could not be left to “a woman with too 
much make-up”. But calculation, not re- 
venge, motivates Ms Koike, says Michael 
Cucek, a political blogger. “Her aim is to 
wipe out the Lpp old guard.” In this she is 
following the lead of Junichiro Koizumi, Ja- 
pan’s prime minister from 2001 to 2006. Mr 
Koizumi also cultivated young candidates, 
dubbed “assassins”, to supplant oppo- 
nents within the LpP blocking his attempt 
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to trim public spending and privatise Ja- 
pan’s giant post office. The injection of 
fresh blood helped to reinvigorate the 
party and vindicate Mr Koizumi. 

But even a convincing win in Tokyo 
would not give Ms Koike the sort of politi- 
cal machine she would need to take on the 
LDP nationwide. Instead, she may hope to 
parlay her insurrection into a return to the 
heights of the party. In 2008 she stood for 
the leadership, which would have brought 
with it the job of prime minister, but lost to 
Taro Aso. 

There are few obvious candidates to 
succeed the current prime minister, Shinzo 
Abe. Ms Koike’s lack of a clear ideology is 
no handicap: the Lp? itself, after all, flirted 
with austerity under Mr Koizumi but now 
runs one of the world’s most spendthrift 
governments. She has been cultivating alli- 
ances. Komeito, the LDp’s coalition partner 
at the national level, agreed earlier this 
month to support her candidates in July. 
Several LDP politicians have also rallied 
behind the governor, earning their expul- 
sion from the party’s Tokyo chapter. 

The governor herself is protected from 
the Lpp’s retribution by her popularity. 
Casting her out would only make the party 
look scared and vindictive, says Robert Fa- 
hey, a contributor to Sankei Shimbun, a 
newspaper. The party’s grandees are prob- 
ably waiting to see how Ms Koike’s proteé- 
gés fare, says Mr Hirasawa. Whatever hap- 
pens, she is already Japan’s most popular 
politician; if her luck holds, she could one 
day be its leader. @ 


Indian politics 


Agent orange 


DELHI 
A firebrand Hindu priest takes charge of 
India’s most populous state 


O SOME he is both hero and saint: a 

shaven-headed, saffron-robed servant 
of the Lord Shiva who has been elected five 
times in a row to India’s national parlia- 
ment and elevated, at just 44 years of age, 
to the highest political office in a state of 
220m people. To others the choice of Yogi 
Adityanath as the chief minister of Uttar 
Pradesh (or uP as the state is often abbrevi- 
ated) seems ominous. Pratap Bhanu 
Mehta, a columnist in the daily Indian Ex- 
press who rarely uses such blunt language, 
describes the Hindu priest-turned-politi- 
cian as “the single most divisive, abusive, 
polarising figure in uP politics”. 

No one can argue with the word “polar- 
ising”. Since becoming India’s youngest 
MP in 1998, Mr Adityanath has champi- 
oned a range of reactionary Hindu causes, 
from the banning of cow slaughter to the >> 
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> proposed construction of a temple to Lord 
Ram, protagonist of the ancient Ramayana 
epic, at the god’s supposed birthplace in 
the up city of Ayodhya. Inconveniently, at 
the site selected for this honour, there 
stood a grand16th-century mosque, at least 
until a mob of Hindu fanatics tore it down 
in 1992, sparking riots across India that left 
some 2,000 dead. The new chief minister’s 
devotees, whether from the temple at Go- 
rakhpur in eastern UP where he has long 
served as high priest, or from a Hindu 
youth-cum-vigilante group that he found- 
ed, respectfully touch his feet and call him 
maharaj or “great king”. 

Mr Adityanath has managed to offend 
many of his fellow citizens. Some women 
resent his assertions that they are weak, 
and liable to turn into “demons” when 
they take on jobs or activities traditionally 
reserved for men. Citizens of neighbouring 
Nepal may grimace at statements such as 
one on his website declaring that, for its 
own defence, India must preserve its 
smaller neighbour as a “Hindu Nation” by 
destroying “Muslim and Christian separat- 
ist forces working under the shield of Mao- 
ists”. (Muslims and Christians make up 
less than 6% of Nepal’s population.) 

India’s own 180m Muslims, in particu- 
lar, find Mr Adityanath scary. Time and 
again he has warned of an alleged “love ji- 
had” to convert unwary Hindu girls to Is- 
lam, and of the existential threat from ris- 
ing numbers of Muslims. He often 
denounces the imaginary flight of Hindus 
from Muslim persecution of some sort or 
another. Time and again in up, such talk 
has helped turn ordinary scuffles into ugly 
sectarian clashes. 

Earlier this month India’s prime minis- 
ter, Narendra Modi, celebrated his party’s 
crushing triumph in uP state elections 
with a soothing speech on the need to un- 
ite for the common good. Yet shortly after- 
wards, he appointed Mr Adityanath to run 
the state. Some say that Mr Modi’s calcula- 
tions are political. For the first half of his 
term he pandered mostly to better-off, bet- 
ter-educated city folk; the choice of a fire- 
brand priest is meant to placate a different 
and restless demographic, his party’s rural 
Hindu-nationalist base. Others ascribe the 
move to ideology: Mr Modi’s big win in UP 
suggests there are few rivals to challenge 
his party in the next national election, in 
2019, freeing it to carry out its religiously in- 
spired mission. 

Mr Adityanath has already shut down 
slaughterhouses and butcher shops sus- 
pected of handling beef, and has set up an 
“anti-Romeo squad” to hunt love jihadists 
and other predators. But the best indica- 
tion of his intentions will be Ayodhya. Hin- 
du-nationalist “moderates” have long 
counselled patience regarding the building 
of the Ram temple; hardline groups say 
they want it to happen now. Which ap- 
proach will Mr Adityanath take? m 


THAAD in South Korea 


Here’s looking at you 


Asia 23 


Why an American anti-missile system does not merit China’s fury 


HE Chinese authorities are so angry 

with South Korea that they have 
cheered on boycotts of South Korean 
goods and culture, persecuted South Kore- 
an firms operating in China and discour- 
aged Chinese tourists from visiting South 
Korea. China is South Korea’s biggest mar- 
ket for exports (it spent $137bn on South Ko- 
rean goods in 2015, nearly twice as much as 
the next biggest taker, America), so the 
prospect of a prolonged dispute is alarm- 
ing. Itis also puzzling, given that the source 
of the row—the deployment of an Ameri- 
can anti-missile system called THAAD (pic- 
tured)—does not seem nearly as objection- 
able as China suggests. 

Earlier this month America began in- 
stalling a THAAD system in South Korea. 
As if to confirm the rationale for deploy- 
ment, the previous day North Korea had 
fired four missiles into the Sea of Japan, in 
what appeared to be a simulated attack on 
an American base. Last year North Korea 
conducted more than 20 ballistic-missile 
tests in defiance of UN Security Council 
resolutions. If anything, the tempo of mis- 
sile launches has increased this year. This 
week saw the testing of a powerful new 
rocket engine and an abortive missile 
launch. Yet China’s foreign ministry has 
long fulminated against THAAD. It greeted 
the deployment by declaring its “firm op- 
position and strong dissatisfaction”. 

In Seoul last week America’s secretary 


of state, Rex Tillerson, called on the South 
Korean governmentto stand firm in its sup- 
port for THAAD and described China’s be- 
haviour as “inappropriate and troubling”. 
Moon Jae-in, the front-runner in South Ko- 
rea’s presidential election, which will be 
held on May 9th, has said he will review 
the deployment, but has been careful not 
to promise to reverse it. 

China has expressed two related criti- 
cisms of THAAD, which stands for Termi- 
nal High Altitude Area Defence. The first is 
that the powerful radar that THAAD uses 
to track and hit targets has the capability of 
“seeing” far into China and thus could be 
used to undermine the effectiveness of 
China’s own nuclear arsenal. The second 
is that the system, which is designed to in- 
tercept and destroy short- and intermedi- 
ate-range ballistic missiles during their de- 
scent (terminal) phase, at altitudes of 
40-150km, would not be effective because 
Seoul is so close to North Korean missile 
launchers. The implication, again, is that 
China is the real target. 

Neither of these arguments is convinc- 
ing. In the first place, there are already two 
THAAD radars in Japan, which can see into 
China, albeit not quite as far as the radar 
going into South Korea. Michael Elleman, a 
missile-defence expert at the International 
Institute for Strategic Studies, says that the 
THA AD radar in South Korea might pick up 


Chinese missiles bound for the West Coast >> 
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> of America in their boost phase, but the ad- 
vantage it would give would be “quite mar- i 
ginal”. THAAD interceptors in South Korea 
cannot be used to hit Chinese missiles in Try me a river 
their launch or boost phase and are in the 
wrong place to hit missiles attacking Amer- 
ica in their terminal phase. 


Hydrological jurisprudence 


A watercourse in New Zealand becomes a person 


Moreover, the radar in South Korea will T SOUNDS, admits Chris Finlayson, like rest an ownership dispute that has 
be configured in “terminal” rather than a “pretty nutty” idea. Yet the new law dragged on for140 years. When it was 
“look” mode. It takes a software change that declares the Whanganui river, New passed, members of the iwiin the gallery 


and about five hours to switch modes, but Zealand’sthird-longest,alegalperson,in of parliament broke into a ten-minute 
doing so would render THAAD useless _ thesense thatit can own property, incur song of celebration. 


against North Korean missiles, which pose debts and petition the courts, is not un- In practice, two guardians will act for 
a grave andimmediate threat to the 28,500 —precedented. Te Urewera, an area of the river, one appointed by the govern- 
American troops in South Korea. forested hills in the north-east that used ment and one by the iwi. Mr Finlayson, 
America says it has repeatedly offered §tobeanational park, became a person the minister in charge of negotiations tied 
Chinese officials technical briefingsonthe — forlegal purposes in 2014. And around to the Treaty of Waitangi, hopes the 
radar’s capabilities and limitations. They — the world companies, foundations and change will help bring those who do 
have shown little interest, possibly be- assorted units of government have legal environmental damage to the river to 
cause they do notreally disagree aboutthe rights and responsibilities independent book. Under the settlement the govern- 
threat THAAD represents. Chinese mili- ofthe people who staff them. All the ment will also pay the iwiNZ$80m 
tary analysts have boasted of China’sabili- | same,New Zealandershavebeenjoking  ($56m) as compensation for past abuses 
ty to “blind” THAAD (meaningtoincapaci- | about whether the Whanganui might and set up a fund of NZ$30m to enhance 


tate it through electronic interference)-a | nowvote, buy afew beers (how oldisit?) the “health and well-being” of the river. It 
further indication that the outrage is politi © orbechargedwithmurderifaswimmer __ isone of 82 deals that aim to remedy 


cally motivated. drowns. breaches of the treaty, including one with 
It is also wrong to suggest that THAAD The law, which was approved on the Tuhoe iwi that made Te Urewera into 
does nothing to protect South Korea from §March15th,stemsfromdisputesoverthe aperson. 
the North. In a paper for 38 North, a web- Treaty of Waitangi, by which New Zea- Days after the law passed, an Indian 
site, Mr Elleman and Michael Zagurek cal- —_land’s indigenous Maori ceded sover- court declared two of the biggest and 
culate that faced with 50-missile salvoes, a eignty to British colonialists in1840. The most sacred rivers in India, the Ganges 
layered defence consisting of South Ko- treaty was supposed to have protected and Yamuna, to be people too. Making 
rea’s Patriot system and two THAAD bat- Maorirights and property; it was ob- explicit reference to the Whanganui 
teries (another may be deployed whenitis | served mainly in the breach. In recent settlement, the court assigned legal “par- 


available) would probably destroy 90% of = yearsthe governmenthastriedtonegoti- ents” to protect and conserve their wa- 
incoming land-based missiles. The threat atesettlementsforbreachesofthetreaty ters. Local lawyers think the ruling might 
that one of the 10% getting through might with different Maoriiwi,ortribes.Forthe help fight severe pollution: the rivers’ 

be carrying a nuclear warhead would not Whanganui iwi, the idea of the river asa defenders will no longer have to prove 
be eliminated. But South Koreaisalotsafer | personisnothing new. The iwi professes that discharges into them harm anyone, 


with THAAD than withoutit. a deep spiritual connectiontothe Whan- __ since any sullying of the waters will now 
It is possible that China really doesfear § ganui: as alocal proverb has it, “Iam the be acrime against the river itself. There is 
that one day its land-based nuclear forces _— river and the river is me.” The law ac- no doubt that of the1.3bn-odd people in 
might be hemmed in by an integrated knowledgestheriverasa“living whole”, India, the Ganges and the Yamuna are 
American missile-defence system stretch- _ratherthantryingtocarveitup,puttingto amongthe most downtrodden. 


ing from Japan to India. That is a remote 
prospect at both the political and the tech- 
nical level but, by opposing THAAD’s de- 
ployment in South Korea, China may be 
hoping to nip such a possibility in the bud. 

It is more likely, however, that China, al- 
ways resentful of the presence of Ameri- 
can troops so near its borders, sees an op- 
portunity to use THAAD to weaken 
America’s alliance with South Korea. It 
may hope that its bullying might yet pres- 
sure South Korea’s next president into re- 
versing the deployment. If that is the inten- 
tion, however, it has probably overplayed 
its hand, raising Korean hackles with its 
blatantly coercive methods. 

Donald Trump is about to have his first 
meeting with China’s president, XiJinping. 
There will be plenty of thorny issues to dis- 
cuss. But when it comes to THAAD, the un- 
predictable Mr Trump can deliver areason- 
able message: the problem is not missile 
defence, but the belligerence of North Ko- 
rea which makes it necessary, and which __ Three people and a boat 
Mtr Xi has done too little to restrain. & 
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How a Chinese fishing fleet creates facts on the water in the South China Sea 
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N A past visit to the little fishing port of Tanmen, on the is- 

land-province of Hainan in southern China, pigs were being 
driven onto the foredecks of wooden trawlers, while water butts 
were being lashed down at the stern. Farther down the quay, sim- 
ilar boats were about to unload their catch after a month at sea: 
not fish but giant clams, Tridacna gigas, up to a metre across, 
which required two or even four men to carry. The bivalves 
spilled out of the holds. Giant clams are one of Buddhism’s “sev- 
en treasures”, along with gold and lapis lazuli. China’s new rich 
prize their shells as showy ornaments. Each can fetch as much as 
$3,000, so each haul was worth a fortune. And it was all illegal. 

Nowadays Tanmen is transformed. The harbour is still 
crammed with fishing boats—calling on the spirit world for luck, 
one exuberant crew let off strings of firecrackers and threw joss 
paper up in the air as their vessel steamed out of the harbour. But 
the clam boats have gone, and some of the piratical air too. The 
quay has had a makeover, with new awnings under which fish- 
ermen’s wives grill squid for day-tripping tourists. “It’s over,” one 
of the women declared. “The authorities have banned the clam 
fishing. It’s big fines and 15 years in jail if they come after you.” 

The ban is surely welcome. From an analysis of satellite imag- 
ery, John McManus of the University of Miami last year conclud- 
ed that 40 square miles (104 square km) of some of the most bio- 
diverse coral reefs on Earth have been destroyed in the South 
China Sea thanks to giant-clam poachers. In the shallow waters 
of the reefs, crews use the propellers of small boats launched 
from each mother-ship to smash the surrounding coral and thus 
free the clams anchored fast to the reef. Though the practice has 
received little attention, it is ecological hooliganism, and most of 
it has been perpetrated by boats from Tanmen. 

The fishermen have not been the reefs’ only adversaries. Chi- 
na’s huge and (to its neighbours) controversial programme since 
late 2013 of building artificial islands around disputed rocks and 
reefs in the South China Sea has paved over another 22 square 
miles of coral. When the two activities are taken together, Mr 
McManus says, about10% of the reefs in the vast Spratly archipel- 
ago to the south of Hainan, and 8% of those in the Paracel islands, 
between Hainan and Vietnam, have been destroyed. Given that 
Asia’s Coral Triangle, of which the South China Sea forms the 


apex, is a single, interconnected ecosystem, the repercussions of 
these activities, environmentalists say, will be huge. 

Yet the Chinese authorities’ conversion to environmentalism 
isnot absolute. A few streets back from the waterfront in Tanmen, 
elegant boutiques sell jewellery and curios fashioned from the 
giant clams—and clam shells are still stacked outside. And the pro- 
vincial money that is so clearly being lavished on Tanmen sits 
oddly with the illegality of its townsfolk’s way of life. Tanmen 
used to be isolated on the far side of a wide river. Now a bridge 
connects it to the posh resort district of Boao, famous for a forum, 
a kind of Asian Davos, which China’s leaders grandly host each 
year. Most striking of all, in 2013 President Xi Jinping himself 
showed up in Tanmen. Boarding one of the trawlers he declared 
to the crew, according to state media, “You guys do a great job!” 
The media did not report that a year earlier the trawler in ques- 
tion had been caught in the territorial waters of Palau, and in the 
confrontation with local police that followed one of the crew 
members had been shot dead. In Chinese propaganda, Tanmen’s 
fishermen are patriots and model workers. 

So what is going on? Over the years Tanmen’s fishermen have 
become part of China’s power projection in the South China Sea, 
an unofficial but vital adjunct to the Chinese navy and coast- 
guard. The biggest trawlers are organised into a maritime militia 
ready to fight a “people’s war” at sea. Though generally unarmed, 
they undergo training and take orders from the navy. 

They are facts on the water, and have been involved in China’s 
erowing aggression in the South China Sea. In 2012 boats from 
Tanmen were part of a navy-led operation to wrest control of 
Scarborough Shoal from the Philippines, chasing Philippine fish- 
ing vessels away. In 2014 they escorted a Chinese oil rig that was 
being towed provocatively into Vietnamese waters. On land, 
Vietnamese expressed their rage by ransacking factories they 
thought were Chinese-owned. At sea, boats from Tanmen 
rammed and sank one of the rickety Vietnamese vessels coming 
out to protest. Andrew Erickson of the us Naval War College calls 
them China’s “little blue men”, an echo of the “little green men” 
who invaded Ukraine pretending not to be Russian soldiers. 


Clamming up 

Mysteriously, though, the giant trawlers of the Tanmen militia are 
now rafted up, their crews sent home. Perhaps China is keen to 
lower tensions in the region. After all, it has accomplished most 
of the terraforming it wanted. Bill Hayton of Chatham House, a 
think-tank in London, notes that towing the oil rig towards Viet- 
nam was a propaganda disaster. And after a damning ruling last 
year from an international tribunal against the sweeping nature 
of its claims to nearly the whole sea, China has tried to get along 
better with the Philippines, which brought the case. (This week 
China denied reports that it was planning to build a weather sta- 
tion on Scarborough Shoal.) 

Yet perhaps self-interest as much as patriotism fires the fisher- 
men’s behaviour. After all, boats from Tanmen would not have 
been quite so thrusting without lavish subsidies for construction 
and diesel. For the government, their costs have spiralled—and 
only exacerbated the overfishing in China’s surrounding waters. 
A policy introduced in January aims to cut the catch from China’s 
fishing fleet, the world’s largest, by a sixth, in the name of sustain- 
ability. That will hit Tanmen’s fishermen hard, making them less 
willing to defend China’s claims. Francis Drake would have un- 
derstood: pirates are patriotic, but usually only when it pays. & 
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China is spending billions on a huge project to win admiration and boost its global 


influence. Can it succeed? 


MAGES of China beam out from a giant 
electronic billboard on Times Square in 
the heart of New York city: ancient tem- 
ples, neon-lit skyscrapers and = sun- 
drenched paddy fields. Xinhua, a news ser- 
vice run by the Chinese government, is 
proclaiming the “new perspective” offered 
by its English-language television channel. 
In Cambodia’s capital, Phnom Penh, chil- 
dren play beneath hoardings advertising 
swanky, Chinese-built apartment com- 
plexes in the city. Buyers are promised “a 
new lifestyle”. Across the world, children 
study Mandarin in programmes funded by 
the Chinese state. Some of them in Dela- 
ware don traditional Chinese robes and 
bow to their teachers on Confucius Day. 
For many years, shoppers around the 
world have been used to China’s omni- 
presence: “Made in China” has long been 
the commonest label on the goods they 
buy. More recently, however, the Chinese 
government has been trying to sell the 
country itself as a brand—one that has the 
ability to attract people from other coun- 
tries in the way that America does with its 
culture, products and values. A decade ago 
the Communist Party declared a new goal: 
to build “soft power”, as a complement to 
its rapidly growing economic and military 


strength. It spends some $10bn a year on 
the project, according to David Sham- 
baugh of George Washington University— 
one of the most extravagant programmes 
of state-sponsored image-building the 
world has ever seen. Mr Shambaugh reck- 
ons that America spent less than $670m on 
its “public diplomacy” in 2014. 

The party borrowed the idea of soft 
power from an American academic, Jo- 
seph Nye, who coined the term in1990. Mr 
Nye argued that hard power alone was not 
enough to wield influence in the world. It 
had to come from “the soft power of attrac- 
tion”, too. China was acutely conscious 
that it lacked it. Many in the West were 
deeply suspicious of its authoritarian poli- 
tics. In Asia people feared China’s emer- 
gence as a regional hegemon. China knew 
it could use its economic might to win over 
governments, such as by building roads, 
railways and stadiums for them. But Mr 
Nye saw those kind of investments as ex- 
pressions of hard power. China decided it 
needed more of the soft kind as well, so 
that foreigners would feel naturally in- 
clined to do its bidding. 

After several years of debate about soft 
power, or ruan shili, among Chinese aca- 
demics, China’s then president, Hu Jintao, 
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spoke up on the topic in 2007, telling a 
party congress that China needed to build 
it. Mr Hu’s successor, Xi Jinping, has 
stepped up the effort. In 2013, about a year 
after he took over as China’s leader, Mr Xi 
convened a meeting of the ruling Politburo 
to discuss soft power. Its members agreed 
that it was a vital ingredient of Mr Xi’s 
“Chinese dream of the great revival of the 
Chinese nation’—the term “Chinese 
dream” being one of Mr Xi’s favourites. 

Mr Xi has made himself promoter-in- 
chief of this new form of power (helped 
when he travels abroad by the highly visi- 
ble presence of his elegant, smiling wife). 
His efforts to boost it were on display at the 
World Economic Forum in Davos in Janu- 
ary, where he won plaudits for extolling 
globalisation and calling for unity in the 
fight against climate change. Even Mao Ze- 
dong, who enjoyed a cult status abroad 
among some left-wing academics, put far 
less workinto winning over foreigners. 


Raise the red lanterns 

According to Mr Nye, whom Chinese offi- 
cials acknowledge as a guru on the topic, 
there are three main ways that a country 
can gain soft power: through its political 
values, its culture and its foreign policies. 
But winning on all fronts is not easy. The 
party knows that its ideology has little 
chance these days of attracting others. Ar- 
guably China’s soft power was stronger in 
the1950s and1960s when Mao, a brutal but 
charismatic dictator, espoused a socialist 
Utopia that inspired many people around 
the world. Nowadays some Chinese aca- 
demics speak of a “China model”—the 
winning combination, in their view, of au- 
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> thoritarian politics and somewhat liberal 
economics (with a big role for the state). 
But Chinese leaders prefer to gloss over the 
politics when describing their country to 
foreigners. In 2008 the opening ceremony 
of the Olympics Games in Beijing barely 
hinted at the party or its principles. 
Instead, China’s soft-power strategy fo- 
cuses mainly on promoting its culture and 
trying to give the impression that its for- 
eign policy is, for such a big country, 
unusually benign. The culture that the 
party has chosen for foreign consumption 
is mainly one that was formed long before 
communism. Confucius, condemned by 
Mao asa peddler of feudal thought, is now 
being proffered as a sage with a message of 
harmony. Since 2004 China has estab- 
lished some 500 government-funded 
“Confucius Institutes” in 140 countries. 
These offer language classes, host dance 
troupes and teach Chinese cooking. Many 
of them are on campuses (an activity in- 
volving one, at the University of Delaware, 
is pictured). China has also set up more 
than 1,000 “Confucius Classroom” ar- 
rangements with foreign schools, provid- 
ing them with teachers, materials and 
funding to help children learn Mandarin. 
China hopes foreigners will take up 
some of its traditional customs. For exam- 
ple, ithas set out to make Chinese new year 
as popular as Christmas. In 2010 the gov- 
ernment put on fewer than 100 new-year 
events in foreign countries. This year it 
sponsored some 2,000 of them in 140 
countries to mark the year of the chicken. 
Red-coloured Chinese lanterns swayed in 
city streets thousands of miles from the 
home of the lunar festival. The Commu- 
nist Party wants China’s cultural presence 
to reach everywhere: it recently staged a 
fashion show in Ethiopia’s capital, Addis 
Ababa, featuring the gipao, a sleeveless 
dress that gained popularity among fash- 
ionable Chinese women in the 1920s. 
China’s diplomats have been busy try- 
ing to convince foreigners that China’s rise 
is nothing to fear. Mr Xi speaks of a “new 
type of great-power relations”, suggesting 
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that China can co-exist with America with- 
out the kind of rivalry that caused the two 
world wars. His “One Belt, One Road” 
scheme—involving Chinese investment in 
infrastructure across Asia, the Middle East, 
Africa and Europe—aims to reinforce Chi- 
na’s image as a country eager to use its 
newfound wealth for the good of the 
world (see page 61). 

To help craft such an image, China has 
been investing massively in its foreign-lan- 
guage media. Xinhua, the government’s 
main news agency, opened nearly 40 new 
foreign bureaus between 2009 and 20n, 
bringing its total to 162—at a time when 
cash-strapped media organisations else- 
where were shutting them down (it hopes 
to have 200 by 2020). The number of Xin- 
hua correspondents based overseas dou- 
bled during that time. In December the 
state broadcaster rebranded its interna- 
tional media service, calling it China Glo- 
bal Television Network. Its six channels 
aim to compete with global services such 
as the BBC, CNN and Al Jazeera. (Mr Xi 
urged the network to “tell the China story 
well, spread China’s voice” and “showcase 
China’s role as a builder of world peace”.) 
China Daily, the government’s main Eng- 
lish-language mouthpiece, pays for inserts 
in newspapers such as the Washington Post 
and the Wall Street Journal. 

The government is trying to extend its 
reach online, too. Last year a government- 
affiliated media group spent 30m yuan 
($4.35m) to launch a free, English-language 
website called Sixth Tone. It tries to sell 
China’s message by being more sassy, and 
sometimes more critical, than other state 
media. With the party’s blessing, private 
companies are getting involved, too. In 
2015 Alibaba, China’s biggest e-commerce 
firm, paid $260m for the South China 
Morning Post, Hong Kong’s flagship Eng- 
lish-language newspaper which has inci- 
sive—and often critical—reporting on Chi- 
nese politics. The deal has raised fears that 
Alibaba will try to turn the newspaper into 
a cheerleader for the party. China’s richest 
man, Wang Jianlin, is trying to buy film stu- 
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dios and production companies in Holly- 
wood, the epicentre of American culture 
(China’s clampdown on capital outflows 
may have been frustrating his efforts re- 
cently—earlier this month he withdrew a 
$ibn bid for Dick Clark Productions, an 
iconic Hollywood firm). 

China wants its message to be clearly 
visible in the heartland of America’s capi- 
talist culture. It began advertising itself in 
Times Square in 2011 (See picture, previous 
page). Last year Xinhua used its billboard 
there to broadcast a video 120 times a day 
for two weeks defending China’s territori- 
al ambitions over disputed rocks in the 
South China Sea. Sometimes the party 
uses covert means to sway foreign opinion. 
In 2015 an investigation by Reuters, a news 
agency, revealed that a Chinese state 
broadcaster, China Radio International, 
controlled at least 33 radio stations in 14 
countries, including the United States, but 
was using front companies to mask its ties 
with them. Reuters said the stations avoid- 
ed airing anything that might portray Chi- 
nain a negative light. 


Sweet and sour 

But when Mr Nye wrote about soft power, 
he suggested that governments could not 
manufacture it. He argued that much of 
America’s had sprung from its civil society: 
“everything from universities and founda- 
tions to Hollywood and pop culture”. The 
party is distrustful of civil society; its soft- 
power building has been almost entirely 
state-led. China has tried to combine ele- 
ments of soft power with the hard power 
of its illiberal politics. Far from enhancing 
China’s global image, this approach has of- 
ten served to undermine it. 

Take the Confucius Institutes and Class- 
rooms. In 2007 a senior party leader de- 
scribed these as “an important part of Chi- 
na’s overseas propaganda set-up.” But 
many cash-strapped universities have 
eratefully supplanted their own language 
courses with ones led (even funded) by 
Confucius Institutes. In some places Con- 
fucius Institutes have replaced or started 
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>up entirely new China-studies pro- 
grammes. Most of them do not actively 
push the party line, but Confucius Insti- 
tutes usually skate over sensitive political 
topics such as the crushing of pro-democ- 
racy protests in 1989. 

They often attract controversy. In 2013 
McMaster University in Canada severed 
ties with its on-campus Confucius Institute 
after one of the institute’s employees was 
forbidden to follow Falun Gong, a spiritual 
sect that is banned in China (the institute 
subsequently closed down). At a European 
Chinese-studies conference in 2014, the 
Chinese head of Confucius Institutes 
worldwide ordered pages referring to a Tai- 
wanese educational foundation to be 
ripped from each programme. Such at- 
tempts at censorship only help to reinforce 
Western misgivings about China’s politics 
and undermine its soft power. 

China’s efforts to use its global media to 
paint a rosier picture of the country also 
face a tough challenge. Its television net- 
works employ foreign anchors (and plenty 
of panda footage) to try to win audiences 
abroad. But foreigners can also see the Chi- 
nese state’s heavy hand, such as when it 
mobilises pro-China crowds to drown out 
protesters during visits by Chinese leaders, 
or when it arm-twists foreign politicians 
not to complain about China’s human- 
rights record (Liu Xiaobo, a Chinese hu- 
man-rights activist who was awarded the 
Nobel Peace prize in 2010, languishes in a 
Chinese jail, rarely mentioned in public by 
Western leaders). In February an official at 
the Chinese embassy in London warned 
Durham University not to host a vocal crit- 
ic of the party: a former Miss World contes- 
tant who was born in China and raised in 
Canada-—the country she represented. 

As for China’s message of peace to oth- 
er countries, many in Asia are far from con- 
vinced. Its grabs for territory in the East and 
South China Seas have fuelled widespread 
resentment. The rapid expansion of its 
navy and air force, and its build-up of mis- 
siles, have sown anxiety in America, too. 

China’s soft-power push has made 
some gains. In global opinion polls respon- 
dents from Africa tend to be more positive 


about China than people from other re- 
gions. That is partly because of the money 
China has poured into the continent—in 
Angola every professional football match 
is staged in one of four, Chinese-built, sta- 
diums. Younger people everywhere often 
view China more favourably than older 
people (see chart, left). This is a sign, per- 
haps, that the country is capable of being 
cool—who does not get a buzz out of 
Shanghai’s skyline? Portland Communica- 
tions, a public-relations firm, has conduct- 
ed surveys of public attitudes towards 30 
countries—most of them, apart from Chi- 
na, rich ones. China ranked bottom in 2015. 
Last year it crept two places higher, above 
the Czech Republic and Argentina. 

But money has not bought China any- 
thing like the love it would like. A year be- 
fore Mr Xi took over, just over half of Amer- 
icans had positive impressions of China, 
according to the Pew Research Centre. By 
the end of 2016 that share had fallen to 38% 
(see chart, bottom right). Pew found a simi- 
lar trend in other countries. In 14 out of 19 
nations it polled between 201 and 20133, 
views of China became less friendly. 


No thanks to the party 

China’s rapid economic development has 
won it many admirers. But the social and 
environmental costs of this have also pro- 
duced many critics. A country can have 
soft power and smog as well (America has 
had plenty of bothin much ofits recent his- 
tory). But China’s air pollution under- 
mines its soft power: it is widely seen as ev- 
idence of a callous government that cares 
more about making the country richer 
than the health of its people or the planet. 
Many foreigners now associate the coun- 
try with smog—an important reason why 
37% fewer international tourists visited 
China in 2015 than in 2007. (Other reasons 
for the drop included the cost and increas- 
ing hassle involved in obtaining visas, and 
the yuan’s exchange rate.) Mr Xi’s eager- 
ness to join the fight against global warm- 
ing is partly driven by a desire to regain the 
soft power China has lost owing to its envi- 
ronmental horrors. 

Some people in China privately grum- 
ble that the party itself, with its intolerance 
of dissent, is the biggest obstacle to the 
country’s soft-power development. Since 
taking office, Mr Xi’s relentless efforts to 
clamp down on civil society have hardly 
helped. He has also been trying to 
strengthen the party’s control over the arts: 
in 2014 he said they should promote social- 
ism rather than be “slaves to the market”. 
That is unlikely to help China emulate the 
success of America’s television shows, 
which project an attractive vision of Amer- 
ican culture into people’s living rooms the 
world over. 

Few people outside China want to 
watch its programmes, which are often 
thinly disguised propaganda. The success 
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of China’s most successful film globally, 
“Crouching Tiger, Hidden Dragon”, a co- 
production involving American compa- 
nies, has not been repeated since its release 
in 2000. “Kung Fu Panda”, an American- 
made animated film series, has perhaps 
done more to boost China’s soft power 
than any movie made by the country itself. 
Small wonder that China was keen to en- 
ter into a co-production for the third in the 
series, which came out last year. 

State-controlled media in China have 
reported with relish on commentary in 
America suggesting that Donald Trump’s 
presidency may deal a heavy blow to the 
United States’ soft power. If that arises 
from the appeal of a country’s culture, po- 
litical ideals and foreign policies, as Mr Nye 
reckons, then America’s soft power is 
threatened in two of these domains. Chi- 
na’s political system may not exert much 
of a global pull, but it could begin to looka 
bit more attractive to some people when 
compared with America’s. 

China has some attributes that it can 
play to its advantage. For example, it has no 
colonial history beyond its current borders 
and has started no wars in nearly 40 years. 
In a turbulent world, China’s leadership 
appears relatively stable and predictable 
(at least to the casual observer—Mr Xi’s de- 
termination to crush dissent suggests he 
sees serious threats to his power). 

When Mr Xi became the first Chinese 
president to address the global elite at Da- 
vos, only days before Mr Trump was inau- 
gurated, he appeared to sense an opportu- 
nity to baskin a rare glow. But the upswing 
in China’s soft power is likely to be limited. 
Chinese officials themselves quietly ask 
whether China’s strategy can ever succeed. 
In 2015 a senior official, Zhou Hong, won- 
dered aloud what state-sponsored soft 
power could achieve. “Without the broad 
participation of the people,” he wrote in 
the party’s main mouthpiece, the People’s 
Daily, “the external propagation of culture 
not only losesits meaning, but also loses its 
intrinsic energy.” Mr Zhou was right about 
the Chinese people’s role. China will find it 
hard to win friends and influence nations 
so long as it muzzles its best advocates. & 
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Neil Gorsuch: the natural 


NEW YORK 


The nominee is a very different kind of conservative from the man he would 


replace on the court 


ONFIRMATION hearings for Supreme 
Court justices have become frustrat- 
ing affairs. Senators pontificate and probe 
while nominees utter bromides and dodge 
questions for hours on end. In his stint be- 
fore the Judiciary Committee this week, 
Neil Gorsuch, Donald Trump’s pick for the 
court, has been especially tight-lipped. 
Senators have elicited only glimmers of 
what makes the 49-year-old judge with a 
decade on the Tenth Circuit Court of Ap- 
peals most interesting, or most worrisome: 
his affinity for a family of legal theories 
called “natural law”. Though Mr Trump 
promotes his nominee as drawn from the 
mould of Antonin Scalia, the conservative 
jurist Mr Gorsuch was tapped to replace, 
he represents a stark departure from a cen- 
tral feature of Mr Scalia’s jurisprudence. 
Mr Scalia saw the constitution as “a 
practical and pragmatic charter of govern- 
ment” that neither requires nor permits 
“philosophising”. In a right-to-die case in 
1990, he quipped that the nine justices 
were no better suited to make fine distinc- 
tions on the morality of life support than 
“nine people picked at random from the 
Kansas City telephone directory”. By con- 
trast, Mr Gorsuch seems more ready to let 
his philosophical judgments out. Tapping 
into a tradition that reaches back to Thom- 
as Aquinas and Aristotle, natural law says 
that some things are objectively good in 


themselves and should therefore serve as 
lodestars for individuals and societies. 
John Finnis, Mr Gorsuch’s dissertation ad- 
viser at Oxford and one of the world’s fore- 
most natural-law theorists, lists these 
goods as knowledge, aesthetic apprecia- 
tion, play, friendship, practical reasonable- 
ness, religion and—most notably—life. 

In the second day of his hearings on 
March 21st, Mr Gorsuch deflected inquiries 
into his old adviser’s positions on issues 
like abortion and gay rights. “I’m not here 
to answer for...Professor Finnis,” he said. 
“T’d ask you respectfully to look at my cre- 
dentials and my record.” Such a look is re- 
vealing. In his doctoral work and book, Mr 
Gorsuch drew on the idea that “human life 
is fundamentally and inherently valuable” 
to argue against assisted suicide and eutha- 
nasia. When he first appeared before the 
Senate in 2006, he pledged he would keep 
his philosophical positions out of his judg- 
ments. “[Plersonal views...have nothing 
to do with the case before me in any case”, 
he told Senator Lindsey Graham. The par- 
ties “deserve better than that”, he added, 
and “the law demands more than that.” Mr 
Gorsuch then emphasised that his writ- 
ings “have been largely in defence of exist- 
ing law” and are “consistent with the Su- 
preme Court’s decisions in this area and 
existing law in most places.” 

In “The Future of Assisted Suicide and 
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Euthanasia”, written in 2006, Mr Gorsuch 
presented the ethics of end-of-life ques- 
tions as fundamental to his sense of how 
the courts should handle lawsuits arising 
out of them. Though he has said that 
judges must “strive...to apply the law as it 
is”, not as they would like it to be, Mr Gor- 
such’s natural-law lens is visible too. The 
first sign of a link between Mr Gorsuch’s 
“inviolability-of-human-life” view and his 
jurisprudence comes in his book’s ninth 
chapter, where he traces the roots of the 
idea that there is a moral imperative to re- 
spect “basic goods”. The idea is apparent 
“from life’s experiences” in which people 
deserve honour “out of respect for their in- 
nate value”, Mr Gorsuch wrote. Treating 
human life as inviolable is the premise of 
“our entire political system” and both the 
Declaration of Independence and consti- 
tution reflect the founders’ belief in “self- 
evident human rights and truths”. 

Next, Mr Gorsuch surveyed rival per- 
spectives on the sanctity of life and he 
found them all wanting: “[Alny attempt to 
draw lines between different sorts of lives 
...seems almost inevitably to become...an 
arbitrary and subjective enterprise.” Even 
a small degree of arbitrariness “is simply 
not acceptable” in “policy decisions” in- 
volving “who is and is not treated as fully 
human”. Mr Gorsuch concluded that 
when judges review laws permitting ter- 
minally ill people to enlist the help of doc- 
tors in their deaths, they should keep in 
mind that such acts “are categorically 
wrong”. 

Mr Gorsuch discussed one example— 
the Oregon Death With Dignity Act—and 
suggested, contrary to the Supreme Court’s 
approach, that judges should subject such 
laws to heightened scrutiny because they 
may threaten the right to life of terminally 
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> ill individuals. This suggests that Mr Gor- 
such’s philosophical opposition to assisted 
suicide—now at odds with the law in six 
states (California, Colorado, Montana, 
Oregon, Vermont and Washington)— 
would in fact influence his judgment if 
these policies ever came before him. It also 
hints that Mr Gorsuch might be sceptical of 
laws allowing abortion and could—in line 
with Mr Trump’s oft-repeated wish—recon- 
sider Roe v Wade, the nearly 45-year-old 
precedent protecting women’s reproduc- 
tive choice. 

Judicial adventures in metaphysics 
were anathema to the man who spent 
three decades in the seat to which Mr Gor- 
such aspires. Throughout his career, Scalia 
amply criticised liberal justices who saw 
the constitution as a “living” document an- 
imated by principles such as autonomy or 
human dignity. (He likened the justifica- 
tion for Anthony Kennedy’s same-sex mar- 
riage opinion in 2015 to “the mystical apho- 
risms of the fortune cookie”.) Scalia would 
be ill at ease with Mr Gorsuch’s natural- 
law jurisprudence as well, even if its impli- 
cations more closely match his conserva- 
tive views. 

Given the slim Republican majority in 
the Senate, the confirmation of Mr Trump’s 
first Supreme Court pick is all but assured. 
The Senate’s apparent lack of interest in Mr 
Gorsuch’s scholarship means America is 
likely to soon have a natural lawyer as its 
ninth justice—with little sense of what that 
would entail. m 
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G-man v POTUS 


WASHINGTON, DC 
The FBI is investigating the sitting 
president’s campaign team 


“BIG grey cloud” hangs over President 
Donald Trump and his administration, 
following public confirmation by the head 
of the FBI that his agents are investigating 
Russian government efforts to interfere in 
the presidential election, and whether 
those efforts were co-ordinated with any- 
one linked to the Trump campaign. That 
was the verdict of the Republican chair- 
man of the House Intelligence Committee, 
Representative Devin Nunes of California, 
at whose hearing the FBI director, James 
Comey, revealed the existence of the coun- 
ter-intelligence probe, opened _ eight 
months ago. Thoughts of that cloud now 
hang over Washington, a town which re- 
members the FBI inquiries that haunted 
other administrations, even if criminal 
charges were not eventually laid. 
Mr Trump threw up a fog of counter- 
claims. The president declared that the 


Just another day in Washington 


“real story” about Russia is that officials 
leaked classified information to reporters, 
and asked—in an early morning tweet un- 
accompanied by evidence—“What about 
all of the contact with the Clinton cam- 
paign and the Russians?” Taking their cue 
from the president, Republicans led by Mr 
Nunes asked the FBI boss whether it was a 
grave crime for senior figuresin the Obama 
era to reveal that spies had overheard 
phone calls between the Russian ambassa- 
dor and Michael Flynn, the retired general 
who later served, briefly, as Mr Trump’s 
first national security adviser, before re- 
signing for having lied about those phone 
contacts. Leaking is a serious crime, Mr Co- 
mey agreed. Next Mr Nunes asserted that it 
was “ridiculous” to say that Russians might 
“prefer Republicans over Democrats”. Mr 
Comey and his fellow-witness, Admiral 
Michael Rogers, director of the National 
Security Agency, clarified that they 
claimed no knowledge about a general 
partisan bias on the part of Russia. Instead, 
the spy chiefs explained, after some prod- 
ding by the ranking Democrat on the com- 
mittee, Representative Adam Schiff of Cali- 
fornia, it is the belief of intelligence 
services that President Vladimir Putin of 
Russia not only loathed Hillary Clinton but 
positively favoured Donald Trump. 

The House hearing did not clarify 
much. Members of both parties speculated 
about circumstantial evidence of possible 
collusion. But that grey cloud of suspicion 
still matters. It explains why the president 
seized on claims by a Fox News Tv contrib- 
utor that President Barack Obama had 
asked GCHQ, a British spy agency, to eaves- 
drop on the Trump campaign—claims that 
the British government call “utterly ridicu- 
lous”. It helps explain why the White 
House press secretary, Sean Spicer, insisted 
that Paul Manafort—a political consultant 


The Economist March 25th 2017 


with ties to pro-Russian politicians in Uk- 
raine and, according to the Associated 
Press, to the Russian billionaire and Putin 
ally Oleg Deripaska—“played a very limit- 
ed role for a very limited amount of time” 
in the Trump campaign, when he was in 
fact that campaign’s chairman. 

It explains why Mr Nunes rushed to the 
White House to brief the president that, ac- 
cording to information handed to him, “it’s 
possible” that American spies overheard 
members of the Trump presidential transi- 
tion team during legal surveillance of for- 
eign targets. Asked if he felt this vindicates 
his allegation that Mr Obama ordered 
Trump Tower to be wire-tapped during the 
campaign (a grave charge unsupported by 
evidence, according to the FBI boss), Mr 
Trump replied: “I somewhat do.” Though 
Democrats howled that Mr Nunes has not 
remotely vindicated the president’s attack 
on his predecessor, Trump fans cheered: in 
today’s America, each side hears the facts it 
wants to hear. 

The most startling exchange at this 
week’s hearing involved questions about 
why Russian hackers were so indiscreet 
when they stole e-mails from the Demo- 
cratic National Committee and from the 
head of the Clinton campaign. That “loud- 
ness” looks deliberate, Mr Comey replied. 
Russia’s aim was to undermine the credi- 
bility of American democracy and sow di- 
vision. Given that Russia may believe that 
worked in 2016, the FBI boss concluded: 
“They'll be back.” 


Sedentary millennials 
Explaining 
remaining 


LOS ANGELES 
Millennials may move less because 
fewer of them own homes 


ILLENNIALS—the generation which 

roughly includes those born be- 
tween1980 and1996—have a reputation for 
being footloose. But analysis by the Pew 
Research Centre released in February sug- 
gests American millennials are moving 
less than previous generations did when 
they were younger. In 2016 20% of those 
aged 25-35 changed addresses, compared 
with 26% of the generation above in 2000 
and 27% of late baby-boomers in 1990. Fre- 
quent moving in search of opportunity has 
long been an ingredient in American ex- 
ceptionalism. Economists such as Tyler Co- 
wen, author of “The Complacent Class”, 
worry that its decline will dampen the na- 
tion’s dynamism. 

Since the 1980s, Americans of all ages 
have become more rooted. Between 1980 
and 1981, 17% of Americans moved house, 
according to William Frey, a demographer >> 
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> at the Brookings Institution, a think-tank. 
Between 2015 and 2016 only 1% did. Migra- 
tion between states, which is often driven 
by professional choices, has fallen by half 
since 1990. Young people, who normally 
move around most, seem especially stuck. 

This is strange. More millennials lack 
the anchors that have previously rooted 
people in place: they are marrying later, 
having children later and buying homes at 
lower rates than previous generations did. 
In1990 just under half of 18-to-34-year-olds 
had never married; that share increased to 
two-thirds in the period between 2009 
and 2013. Less than half of 25-to-35-year- 
olds had children in 2016, compared with 
more than half for the previous generation 
and baby-boomers at a similar age. In 1982 
41% of those under 35 owned homes. To- 
day that share has fallen to 35%. 

Yet despite the loosening of such ties, 
both short- and long-distance migration 
have decreased among 25-to-34-year olds 
since 1995. Short-distance moves within 
counties often happen when people sim- 
ply move house—for example, to accom- 
modate an increasing number of children. 
The fact that American youngsters are 
waiting longer before they start families 
may partly explain the drop in short-dis- 
tance moves. 

People tend to move longer distances, 
across counties and states, in search of bet- 
ter jobs. The recent recession saw longer- 
distance migration among young people 
fall. It has since recovered a bit. One factor 
that might explain what is going on is the 
relationship millennials have to home 
ownership. Aspirations to buy, rather than 
rent have traditionally pushed a significant 
share of young Americans to move. Ac- 
cording to analysis by the Pew Research 
Centre, in 2000 14% of Generation Xers 
(born roughly between 1965 and 1980) sur- 
veyed by the Census Bureau said their 
primary motive for moving was to buy a 
house. In 2016 only 6% of millennials said 
the same. That might be partly because 
childless bachelors and bachelorettes are 
decreasingly likely to covet grassy yards 
and white picket fences. 

Or perhaps such things are simply out 
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Uncomfortable treatment with little scientific basis finds paying customers 


ESTLED between a nail parlour and 

a tanning salon on Wilshire Avenue 
in Santa Monica, an upscale part of Los 
Angeles, is anewer kind of spa. Opened 
last year, CryoZone invites customers to 
spend $75 for three minutes in a cryogen- 
ic chamber cooled to -n0°C for fledgling 
freezers and -32°C for chilling connois- 
seurs. The treatment is meant to calm 
inflammation and soothe muscle sore- 
ness, but Angelenos swear by it to solve 
all sorts of ills, from tennis elbow to the 
urgent need to lose a bit of weight before 
a daughter’s wedding. 

Invented in Japan in 1978 as aremedy 
for rheumatoid arthritis, cryotherapy is 
not new. But it was not until European 
rugby and football teams started freezing 
themselves in the past decade that it 
became more popular. America, which 
boasts at least 400 cryotherapy spas, is 
the first place to offer wide access to it. 
Impact Cryotherapy, a group that manu- 
factures cryosaunas, claims to have units 
in 38 states running more than10,000 
sessions a week. California, unsurpris- 
ingly, is in the vanguard: there are around 
60 below-freezing-cold vats in the state. 

On asunny weekday in March, Cryo- 
Zone’s minimalist space is buzzing. A 
man dressed in surfing trunks, a T-shirt 
and flip-flops had come to recover from 
marathon training. A woman in all-black 
Spandex is there to zap her back pain. 
Customers at the spa are invited into one 
of the centre’s two treatment rooms and 
told to strip down to their skivvies. A 
towel is provided to swipe any excess 
moisture off the skin and fleecy gloves, 
socks and slippers are donned to protect 
the extremities. (A professional runner 
got frostbite in 201 when he underwent 
cryotherapy in sweaty socks). 

Next customers step into around 
canister that looks like a galactic witch’s 
cauldron, frothing with liquid nitrogen 
vapour, and ring a bell to solicit assis- 
tance. The chamber’s platform has been 
adjusted to ensure that the customer’s 


of reach. Median earnings for full-time 
workers aged 18-34 fell by 9% between 
2000 and 2013. In 2014, for the first time, 
more 18-to-34-year-olds lived with their 
parents than in any other arrangement, 
maybe because they could not afford to do 
otherwise. Conversely, it may be the case 
that people who already own houses—or 
equity in a house—are more inclined to 
move than those who do not. 

Mr Frey wonders “whether [millenni- 


head pokes out of the top. A young wom- 
an in Nevada died in 2015 after she at- 
tempted to administer cryotherapy to 
herself, got stuck and asphyxiated from 
the lack of oxygen in the chamber. The 
spa’s friendly business-development 
manager presses the timer and instructs 
his charge to rotate slowly as he makes 
small talk to speed the three minutes. It 
doesn’t work. As the skin’s temperature 
drops from 33.8°C to1°C, horribly intense 
tingling starts—not so much pins and 
needles as swords and daggers. After 180 
seemingly interminable seconds, the 
machine mercifully beeps. 

Scientific studies on whole body 
cryotherapy are inconclusive at best. The 
Food and Drug Administration calls it a 
“trend that lacks evidence, poses risks”. 
Health-conscious Americans seem un- 
fazed. Perhaps its because they’ve seen 
athletes and celebrities like Shaquille 
O’Neal, Kobe Bryant and Demi Moore 
use it. Or maybe they trust their own 
personal reactions to cold treatment over 
science. The woman in black Spandex 
gushes: “My back pain used to be crip- 
pling. Now I can exercise again.” 


Journalist at work 


als] are ushering new young adult tastes 
and lifestyles that may be mimicked by 
generations that follow them; or is this a 
one-time downturn because of their diffi- 
cult generation-specific economic circum- 
stances?” If it continues, the decline in mi- 
gration among millennials could spell 
trouble. Americans become less likely to 
move as they get older. If they’re staying 
put now, millennials probably won’t shift 
for better opportunities later on either. m 
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New York’s homelessness 


Masses huddled 


QUEEENS, NEW YORK 
New York has lots of homeless people, 
but comparatively few sleeping rough 


OME in Maspeth, a neighbourhood in 

New York City’s Queens, were not at all 
pleased when they heard last year that 
City Hall had decided to convert a local ho- 
tel into a 10-bed homeless shelter. For 
months they held nightly protests in front 
of the hotel. They demonstrated outside 
the homes of the hotel’s owner and of the 
city’s homelessness commissioner. Even- 
tually they wore down City Hall, which 
backed down a bit from a total conversion. 
Only 30 homeless men are housed in the 
hotel now. All of them have jobs. This is 
not unusual: more than one in ten of New 
York’s homeless people are employed. 

Since 1979, when a homeless veteran of 
the Korean war successfully sued the city 
for failing to provide him with shelter, the 
city has had a legal duty to house those un- 
able to afford a home. (New York’s state 
constitution says that “the aid, care and 
support of the needy are public concerns 
and shall be provided by the state and by 
such of its subdivisions.”) In recent years 
the number of homeless people has 
grown. Whereas rents increased by 18% be- 
tween 2005 and 2015, incomes rose by 5%. 
When Rudy Giuliani entered City Hall in 
1994, 24,000 people lived in shelters. 
About 31,000 lived in them when Mike 
Bloomberg became mayor in 2002. When 
Bill de Blasio entered City Hall in 2014, 
51,500 did. The number of homeless peo- 
ple now in shelters is around 63,000. 

That is more than at any time since the 
Great Depression, though the comparison 
is misleading because the definition of 
homelessness has changed. These figures 
do not include the numbers living rough 
on the streets, who are hard to count accu- 
rately. Partly because of the obligation to 
provide shelter, New York in fact has fewer 
rough sleepers than many smaller cities 
(3,000 is the best estimate) but many more 
homeless people. Los Angeles comes next, 
with 44,000 homeless, followed by Seattle 
(10,700), San Diego (8,700), Washington, 
DC (8,350) and San Francisco (7,000). 

Mr de Blasio unveiled a plan called 
“Turning the Tide on Homelessness” at the 
end of February, and declared his intention 
to open 90 new homeless shelters 
throughout the city. He plans to end the use 
of hotels as shelters by 2023 and to stop us- 
ing cluster sites, private apartments paid 
for by the city, by 2021. Cluster apartments 
are not cheap and are often in poor condi- 
tion. The mayor aims to reduce the overall 
shelter population by 2,500 over five years. 


He conceded that combating homeless- 
ness will be a “long, long battle”, and add- 
ed that he could not see an end to the 
problem. 

That may seem reminiscent of the city’s 
fatalistic attitude to crime in the 1980s. 
There are a few ideas around, such as in- 
creasing legal aid to those facing eviction, 
or creating a rent subsidy designed to help 
people facing eviction to stay in their 
homes. That is the brainchild of Andrew 
Hevesi, a state assemblyman; it has the 
backing of the mayor and dozens of state 
lawmakers. But short of a steep decline in 
rents, or an extensive programme to build 
more housing, or both, it is hard to see the 
city fixing its homeless problem. 
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New Yorkers, who do not have to walk 
far to see someone sleeping rough or pan- 
handling, are not happy about this. More 
than half the city’s voters say they are see- 
ing more homeless people on the streets, in 
the subway and in parks. A poll by Quinni- 
piac at the beginning of March showed 
that 96% of New Yorkers think homeless- 
ness is a serious problem. More than 70% 
of them also think the city is doing too little 
to help. Yet doing more would require 
some combination of New Yorkers paying 
more tax, allowing more construction and 
welcoming homeless shelters and their oc- 
cupants into their neighbourhoods. As the 
experience of Maspeth shows, that can be 
ahardsell. = 
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Gremlins and phantoms 


ABBEVILLE 


A murky case in Acadiana points to problems in Louisiana and beyond 


HE city of Abbeville, 20 miles south of 

Lafayette in the lush flatness of Acadi- 
ana, is known for a pretty Catholic church 
beside Bayou Vermilion and some slap-up 
oyster restaurants. It is the sort of small 
town in which the same surnames, many 
of them Cajun, recur among prominent 
business-owners and officeholders. It was 
also, until recently, home to a fearsome 
gang, known as the Gremlins—at least, so 
say the local prosecutors. That view of the 
sroup has yet to be endorsed by atrial, and, 
on current form, it seems unlikely to be. 
The Gremlins, and the limbo in which they 
are sunk, epitomise deep problems in the 
criminal-justice system of Louisiana, and 
not only Louisiana. 

At first they instead seemed proof of the 


virtues of all-action policing. In February 
2016, Clay Higgins, then spokesman for the 
sheriff of nearby St Landry Parish, de- 
nounced them in a Crime Stoppers video 
as “animals” and “heathens”. Sporting 
body armour and a rifle, and backed by a 
phalanx of officers, he told the Gremlins 
they would “be hunted”, railing in particu- 
lar against one “uneducated 125-pound 
punk” whom he vowed to meet “any time, 
anywhere... You won’t walk away.” Such 
ultimatums earned Mr Higgins the nick- 
name, “the Cajun John Wayne”. 

By then, and before the indictment was 
announced the previous December, most 
of the 17 supposed Gremlins were in custo- 
dy. Their alleged crimes were indeed 


alarming: one murder, several attempted >> 
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>murders and drive-by shootings—though 
there were lots of routine drug offences, 
too. They were also accused of colluding in 
a “criminal street gang” and “racketeering 
enterprise”’—which is where the trouble, 
and the lessons, begin. As Ronal Serpas, 
formerly police chief of New Orleans, says, 
racketeering laws are meant to target big- 
time mafiosi. Here, says G. Paul Marx, chief 
public defender for the district that in- 
cludes Abbeville, “They’re all dirt poor.” 

Moreover, he says, there is no evidence 
of the co-ordination or leadership that 
such an enterprise requires. Many of the al- 
leged gangsters—all but one of whom are 
black—were barely born when the racke- 
teering is said to have begun, in 1997. Their 
supporters insist the Gremlins tag referred 
not to astreet gang but to arap group, some 
of whose members posted ill-advised vid- 
eos on YouTube that feature inflammatory 
lyrics. “They’re no saints,” says Coretta 
Williams, whose son, Gene Williams III, is 
among them, “but they’re not the sinners 
they’re claiming them to be.” 

Those who built the case are now reluc- 
tant to discuss it. Tony Hardy, Abbeville’s 
police chief, pulled out of an interview 
with The Economist; although most of the 
accused come from his town—from a 
neighbourhood where lawns and pretty 
porches give way to trailer homes and ram- 
shackle yards—a sergeant said Louisiana’s 
state police had prime responsibility. The 
state police, the head of which recently re- 
tired amid a scandal over a tax-funded jol- 
ly to Las Vegas, say “multiple agencies” 
took part. Roger Hamilton, the prosecutor, 
declined repeated interview requests; cor- 
nered in Abbeville’s white-columned 
courthouse, his boss Keith Stutes, the dis- 
trict attorney, maintained that while the 
racketeering charges may “seem unjust” to 
those affected, they “fit the circumstances”. 

He and others cited the ongoing legal 
proceedings in refusing to say more. That 
seems plausible, yet the reticence contrasts 
strikingly with the hoopla over the arrests 
and indictments. It wasn’t only Mr Higgins. 
“This group of individuals have plagued 
the city of Abbeville,” Chief Hardy said 
then. Grandstanding is a common feature 
of gang prosecutions, says Alex Alonso of 
California State University, Long Beach. 
The benefits to police and prosecutors go 
beyond pr, he says. The gang label helps to 
persuade juries when evidence is weak, 
and carries extra jail time—perhaps, for the 
“Gremlins”, an extra 40 years. Police de- 
partments can apply for federal gang-relat- 
ed grants; some in Abbeville think that was 
an incentive in this case. 

Mr Marx, the public defender, is trying 
to have the racketeering charges quashed. 
But otherwise he has made only one argu- 
ment: that those defendants deemed indi- 
gent, and so notionally represented by his 
office, have been denied due process of 
law. Because, although some have been 


locked up for over a year, he says his team 
is able to help them in only a limited, cur- 
sory way. They are thus being denied a 
right that the constitution supposedly 
guarantees—as are hundreds of others in 
Louisiana and across America. 


Throw away the key 
Given the risk of conflicts, each “Gremlin” 
requires his own counsel. Three have priv- 
ate lawyers; the trouble for the others is 
that Mr Marx does not have the manpower 
to serve them. They are not alone. As of the 
beginning of March his office, which cov- 
ers three southern Louisiana parishes, 
counted 746 individuals who had been 
charged but lacked representation—a big 
backlog but only a third of the total at the 
start of last year. That was when the chron- 
ic funding problems of Louisiana’s public 
defenders became a crisis, and offices 
across the state began refusing new clients. 
Some judges dragooned private lawyers, 
some of them ill-qualified, to act pro bono. 
Other defendants, such as those “Grem- 
lins” unable to post bail—hard to contest 
without a lawyer —were left to stew in jail. 

In January, in a suit brought in New Or- 
leans, a federal judge agreed that the state 
was “failing miserably” in its duty to indi- 
gent defendants—85% of the total—but 
ruled that fixing the problem was the legis- 
lature’s job. (A similar suit is pending in 
state court.) It is true that the basic problem 
is political: specifically, the mismatch be- 
tween Louisiana’s appetite for prosecu- 
tions and legislators’ reluctance to pay for 
them. The state has the highest incarcera- 
tion rate in the country, but the most cock- 
eyed system for funding public defenders, 
who rely for two-thirds of their income on 
local court fees and fines, principally traffic 
tickets, an erratic source of revenue. 

The state itself is almost broke, so un- 
likely to stump up more. The upshot, says a 
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recent study by the American Bar Associa- 
tion, is that Louisiana has only a fifth of the 
lawyers it needs to provide adequate pub- 
lic defence. While its problems are ex- 
treme, though, they are not unique. Last 
year Missouri’s chief public defender de- 
Spairingly tried to appoint the governor to 
represent an indigent defendant (he de- 
clined). In the past Florida’s defenders 
have turned away clients, too. 

This is a shortsighted economy. The par- 
ish jail in Abbeville is full, so several 
“Gremlins” are housed elsewhere, for a 
price. “They can’t go to trial,” says Mr Marx, 
because, as his quashing motion puts it, 
“there is no possible method for providing 
counsel for them.” “I don’t know how long 
the system is going to let them languish,” 
he says; “apparently indefinitely.” In fact 
very few cases go to trial in Louisiana: most 
defendants plea-bargain, which the long 
remands encourage, as do these scarifying 
gang charges. Still, even Mr Stutes, the Da, 
says he is frustrated. He says he expects a 
trial “at some point”, but concedes that 
“we're at a standstill”. “It’s country here,” 
Says another person involved, “and they 
just do what they want to do.” 

“They made a whole big circus with our 
lives,” says Ms Williams. When DAs, 
judges, sheriffs and city police chiefs are 
elected, political posturing may be inevita- 
ble. Take Mr Higgins. He resigned from the 
sheriff’s office amid tension over his mer- 
chandising line. “Some horses just don’t 
run with bit in their mouth,” he reflected, 
saying he would “die rather than sacrifice 
my principles.” He vowed to stick to “the 
Lord’s path”, which turned out to lead not 
into reality television, as seemed possible, 
but to November’s election. Buoyed by his 
viral videos, and despite four marriages 
and allegations of child-support arrears, he 
campaigned in his cowboy hat and is now 
a United States congressman. & 
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Denver’s mayor, Michael Hancock, is trying to save Democrats from a Trump trap 


UT in the savannah of American politics, the Democratic 

Party lacks big beasts. Republicans control the White House 
and Congress and, in the country at large, hold 33 governors’ 
mansions and almost as many state legislatures. Not since the 
1920s have Democrats carried so little clout at the state and feder- 
al level. Just one Democratic pack moves with the swagger born 
of electoral success: big-city mayors. Democrats head 17 of the 20 
largest cities, from New York to inland centres like Denver, a fast- 
srowing, diverse spot at the foot of the Rockies, once known for 
cows, Coors beer and hydrocarbons, now abuzz with tech start- 
ups and millennials seeking jobs in finance and health care. 

In a backhanded tribute to their power, President Donald 
Trump has prepared a trap for Democratic municipal leaders. It is 
built around immigration enforcement, and the reluctance of 
many urban leaders to work too closely with federal immigration 
authorities—notably the black-clad agents of Immigration and 
Customs Enforcement (ICE). One of Mr Trump’s first executive or- 
ders threatens to deny federal funds to so-called “sanctuary juris- 
dictions”, meaning local governments deemed to be shielding 
“removable aliens” from deportation. On March 20th, obeying 
that same executive order, ICE issued the first of what are to be 
weekly reports tallying rejected “detainer” requests. In plain lan- 
suage, the report lists each time that local city officials, police or 
prison officers declined to hold foreigners eligible for removal 
long enough for them to be picked up by federal agents. 

Some mayors sound ready to jump into Mr Trump’s trap, eyes 
open, declaring that their fiefs are indeed “sanctuary cities”— 
thereby reinforcing the charge that Democrats are out of touch 
with regular folk who want safe communities. Marty Walsh of 
Boston has offered his City Hall office as a “safe space” for mi- 
srants fearing deportation. On the Democratic left, there is much 
talk of resistance. For Mr Trump—a man elected by the America of 
small towns, forgotten rustbelt cities and rural areas—such de- 
fiance is proof that big cities are sinks of dysfunction, run by liber- 
al elites too craven or corrupt to enforce the rule of law. As a candi- 
date Mr Trump brought the relatives of people killed by migrants 
to rallies. As president he accuses sanctuary cities of causing “im- 
measurable harm to the American people”. 

Put more simply, partisans on left and right see an advantage 


in fear-mongering. In contrast Michael Hancock, the self-styled 
moderate Democrat who has been Denver’s mayor since 2011, be- 
lieves that fear undermines good governance. The city’s second 
black mayor, his problem-solving prowess was hard-won. One of 
ten children, he was brought up by a single mother. At times the 
family endured homelessness and nights without supper. Mr 
Hancock, a serious youth, started a mentoring scheme while ata 
high school plagued by gangs. Two brothers served time in jail, 
one died of arps and a sister was murdered by her boyfriend. He 
made it to college after a gig as a mascot for the Denver Broncos. 

Today, interviewed in Denver’s neoclassical civic centre, the 
mayor cuts a genial but earnest figure. He avoids the label “sanc- 
tuary city” and is adamant that Denver does not breach the terms 
of Mr Trump’s executive order. He is also adamant that the new 
president’s approach makes his city less safe. Since January, he 
notes, four domestic-violence cases collapsed after victims de- 
clined to testify, fearing detention by ICE agents seen staking out 
the municipal court. Denver, a city of about 700,000 people, is 
home to an estimated 55,000 undocumented immigrants, ac- 
cording to the Pew Research Centre, a think-tank. City prosecu- 
tors report a fall in calls reporting crimes to police in districts like 
Sun Valley, home to many Hondurans and other migrants. 

Mr Hancock is to ask ICE to avoid detaining people inside 
courthouses, just as agents are currently meant to avoid arrests at 
schools, hospitals and churches. Yet Denver takes a more moder- 
ate line on working with the feds than cities like San Francisco, 
where in 2015 a serially deported felon was freed to kill after the 
then-sheriff ordered officers to avoid contacts with ICE. Denver’s 
position is more nuanced: the city notifies the feds when a seri- 
ous offender is about to be released and honours ICE warrants. 
But when ICE simply asks for someone to be held past their re- 
lease date, without a warrant, Denver declines. In part, that is be- 
cause Denver believes so-called “detainers” are unconstitutional. 
In part, the city believes scarce resources should be focused on re- 
moving serious criminals. Mr Trump’s government wants to cast 
a broader net: in its March 20th report, ICE chides Denver for de- 
clining to hold a Mexican accused of drunk-driving. 


Things to do in Denver 

Some Republicans argue that America’s future lies in admitting 
highly skilled legal migrants while cracking down hard on illegal 
residents. Mr Hancock suggests, gently, that they misunderstand 
the global contest for talent and investment. Why would skilled 
foreigners choose a home that is harshly unwelcoming to other 
newcomers, he asks? “Nobody wants to live in fear,” he says, not- 
ing that recent chaotic travel bans have left some University of 
Denver students scared to travel home for spring break. It must be 
possible to strengthen immigration enforcement while being hu- 
mane, he argues. “It doesn’t have to be either/or.” 

Mr Hancock’s city is solidly Democratic; just 19% of its votes 
went to Mr Trump. But his job often involves policies affecting the 
wider Denver metro region. That requires coalition-building in 
Republican-voting suburbs and listening to the concerns of rural 
neighbours—including farmers who rely on immigrant labour. 

Asked if the Democrats’ concentrated success in cities is itself 
a sort of trap, the mayor agrees. He urges Democrats to become 
“the metro party”. Politics, metro-style, requires appealing to 
moderates, liberals and even conservatives, he explains. For now, 
Mr Hancock is a big beast in municipal politics. If Democrats are 
smart, they will give him more room to roam. & 


Coca-growing in Colombia 


An unwelcome resurgence 


SINAI, COLOMBIA 


Despite last year’s peace deal with the FARC, coca-growing is at an all-time high 


HE hills surrounding Sinai, a village in 

south-west Colombia, are blanketed in 
a green patchwork, ranging from the bright 
chartreuse of coca-plant seedlings to a 
darker clover colour that indicates the 
leaves are ripe for picking and processing 
into cocaine. It is areas like this that have 
helped to boost Colombia’s estimated co- 
caine output 37% since 2015 to an all-time 
high of 710 tonnes in 2016, according to 
America’s government. Some 188,000 
hectares of land is now planted with coca, 
up from a low of 78,000 in 2012. 

One reason for the rise seems counter- 
intuitive: the signing last November of a 
peace deal between the government and 
the FARC rebel group. It was supposed to 
reduce coca cultivation; the FARC had ex- 
torted a tax on coca crops and trafficked co- 
caine, and under the peace deal it is to sup- 
port the government’s eradication efforts. 
But the deal’s terms were years in the craft- 
ing, and many of its provisions were clear 
well in advance—including that there 
would be payments for coca-farmers who 
shifted to different crops. The government 
created a perverse incentive to plant more. 

And as the peace talks progressed, the 
government scaled back aerial crop-spray- 
ing—according to its critics, in order to pla- 
cate the FARC. In 2015 it suspended spray- 
ing entirely, citing a study by the World 
Health Organisation concluding that gly- 
phosate, the herbicide dumped out of 
planes, was “probably carcinogenic”. 

Instead, Colombia’s governmentis put- 


ting its faith in crop-substitution. It is aim- 
ing at a cut of 50,000 hectares in the area 
under coca cultivation this year in 40 mu- 
nicipalities. If a community signs up, each 
family will receive subsidies and assis- 
tance of about $7,800 in the first year that 
they eradicate their coca, and will be 
helped to acquire title to the land and to 
find other means of support. In areas 
where no deal is struck, the army may 
come in to root up plants by hand. 


Green shoots of peace 
Since the end of January, more than 58,000 
families representing 49,000 hectares of 
coca have signed up. But suspicion born of 
long disappointment is holding others 
back. In Argelia, the municipality to which 
Sinai belongs, no one has agreed to take 
part. Marcela Montoya, of Ascamta, a peas- 
ant organisation in Argelia, says that al- 
though the region’s coca-growers are in 
principle willing to switch crops, they 
doubt the government’s promises. They 
should reduce their coca production only 
sradually, she says, and wait and see if the 
government comes through. Generations 
of Colombian coca farmers have sub- 
scribed to alternative-development pro- 
grammes intended to support the transi- 
tion from coca, only for funding to dry up. 
In 2015 unarmed farmers in Argelia 
clashed with soldiers and government 
eradicators, burning the bus they were rid- 
ing in. One farmer was shot dead and five 
others, as well as two soldiers, were in- 
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jured. The government’s intention is that 
the FARC’s co-operation will help to lessen 
such resistance. As the guerrillas relin- 
quish territory and make the transition to 
civilian life, it hopes that they will encour- 
age farmers to make the switch away from 
coca. The FARC has shown a “clear and de- 
finite” commitment to convincing peas- 
ants to give up coca, says Eduardo Diaz, the 
government’s director for crop substitu- 
tion. Mauricio Jaramillo, a FARC com- 
mander in Guaviare province, says the 
guerrillas will have more influence than 
the government, because in many parts of 
the country coca-growers have relatives 
who are members. 

But the FARC were never the only 
armed participants in the drug trade. As 
they withdraw, other criminal groups are 
moving in, including the National Libera- 
tion Army, a smaller guerrilla outfit. Arge- 
lia’s coca farmers have a new slogan: “resis- 
tance”—to both the eradication pacts and 
the new armed groups trying to muscle in. 

Some American officials think that 
stopping aerial crop-spraying was a mis- 
take. Barry McCaffrey, a retired general 
who oversaw Plan Colombia, America’s 
15-year-long anti-drugs effort in the coun- 
try, under Bill Clinton, told El Tiempo, a 
daily, that “the minute they decided to stop 
aerial fumigation they lost control over the 
problem.” But the Americans are not pub- 
licly advocating a return to spraying—not 
least because proposed cuts to foreign aid 
would make it hard to pay for. 

At present Colombia seems deter- 
mined to attack the problem on the 
sround, farm by farm. It needs quick suc- 
cesses to build trust among coca-growers 
and calm American fears. In the longer 
term, though, so long as the world retains 
its taste for cocaine, farmers and gangsters 
will find a way to satisfy this demand. 
Those who spray are no match for those 
who pay. 
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Floods in Peru 


Taking a battering 


LIMA 
Heavy rains are just the latest blow to 
the country’s economy 


ORE than 75 people have been killed, 

and more than 100,000 left home- 
less, as Peru’s coast has been battered by 
the strongest rains seen in decades. Mil- 
lions are without running water; more 
than 2,000km of roads and at least 175 
bridges have been destroyed. The devasta- 
tion has been caused by a “coastal El Nino”, 
a localised version of the global El Nino 
weather cycle that brings warm currents 
from Australia to the Pacific coast of the 
Americas. Peru had been braced for a big El 
Nino in 2016, butit did not arrive. It was not 
expecting a coastal version, especially of 
such magnitude. 

But even if it had known what was 
coming, it would not have been prepared. 
“This is not a natural disaster, but a natural 
phenomenon that has led to disaster be- 
cause of the informal way this country has 
developed,” says Gilberto Romero, the 
head of the Centre for Disaster Research 
and Prevention, a local NGO. “We need to 
re-think and re-engineer our cities.” 

Pedro Pablo Kuczynski, the newish 
president, has pledged to work with may- 
ors to stop homes from being rebuilt in vul- 
nerable areas, and wants hydrological 
studies along river basins to reduce the risk 
of similar damage in future. The govern- 
ment has set up a fund of 2.5bn soles 
($770m) to help victims and begin recon- 
struction, on top of astimulus package that 
will pump 5.5bn soles into infrastructure. 

But the flooding is just the latest pro- 
blem in Mr Kuczynski’s in-tray. Last year, 
the government had forecast growth of 
4.8% for 2017. In January it cut that predic- 
tion to 3.8% as the scale of a scandal involv- 


, - 
{a r 


Time for a clean-up 


ing Odebrecht, a big Brazilian construction 
firm, became clear. The floods will cut it 
further. In December Odebrecht admitted 
in a court case in the United States that it 
had paid bribes to win contracts across Lat- 
in America, including in Peru. It said it had 
paid $29m in Peru between 2005 and 2014 
to secure concessions. 

Initial investigations have landed five 
people in jail, and in February an arrest 
warrant was issued for Alejandro Toledo, 
Peru’s president between 2001 and 2006, 
for allegedly taking $20m from the firm. 
Prosecutors are also investigating his two 
successors, Alan Garcia and Ollanta Hu- 
mala. All three have denied wrongdoing. 

The government has passed new anti- 
corruption laws and told Odebrecht to pull 
out of Peru. But many voters expect further 
revelations. A poll by Datum Interna- 
cional, a research firm, found that two- 
thirds believe that Mr Kuczynski was in- 
volved in the Odebrecht bribery scandal. 
He has denied any link. Congress plans to 
question the transport minister, Martin 
Vizcarra, about a contract for a new airport 
in Cusco, Peru’s main tourist destination. 
He denies any wrongdoing, and laments 
that the “Odebrecht effect” has made all 
political decisions suspect. 

Mr Kuczynski’s approval rating has fall- 
en steeply since he took office eight months 
ago. It stands at just 32%, according to Ipsos 
Peru, a pollster. And Popular Force, led by 
Keiko Fujimori, his main rival in last year’s 
elections, has a majority in congress. It is 
watching closely for any opportunity to 
damage the president. Itintends to propose 
a bill to have Peru renounce its hosting of 
the 2019 Pan-American games, saying the 
money saved should go on reconstruction. 

Mr Kuczynski says Peru can afford both, 
and that pulling out would tarnish the 
country’s image abroad. That increases the 
pressure on him to manage the reconstruc- 
tion well. If he succeeds, it would help to 
persuade Peruvians that his administra- 
tion deserves its technocratic billing—and 
to rebuild his own image, too. @ 
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Cuban pensioners 


Hustling, cradle to 
erave 


HAVANA 
As the island’s economy stalls, 
retirement has become notional 


ORBERTO MESA, a 66-year-old grand- 

father, stands in the hot sun hours a 
day, six days a week, guiding cars in and 
out of the parking spaces in front of a bus- 
tling farm stand. The 4,000 Cuban pesos 
($170 at the official exchange rate) he earns 
each month in tips is more than ten times 
his monthly old-age pension of 340 pesos. 
Without it, the retired animal geneticist 
could not afford fruit and meat, or help his 
children, who work for low salaries, to 
feed his four grandchildren. 

Though revolutionary Cuba had one of 
the region’s earliest and most comprehen- 
Sive pension systems, in recent years retire- 
ment has almost vanished. Without fur- 
ther economic reform, and the cheap oil 
that used to come from Venezuela, the 
economy has stalled. Pensions have been 
frozen, and their value eaten up by infla- 
tion. According to the most recent govern- 
ment statistics, from 2010, a third of men 
past retirement age are working. Three- 
fifths of older people say they often have to 
go without necessities. 

The insular socialist paradise suppos- 
edly offers a social safety-net, cradle to 
erave. But it is full of holes. Medical care is 
free, but most medicine is not. Retirement 
homes are scarce, and rules that mean resi- 
dents must give up their pensions and 
homes put off many, since these are often a 
lifeline for younger relatives in equally dis- 
tressed circumstances. 

So old people can be seen on the streets 
of Havana selling newspapers and pea- 
nuts, or recycling cans. They are scrubbing )» 
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> floors in affluent homes or cooking for a 
erowing number of private restaurants 
and bakeries. Ernesto Alpizar, an 89-year- 
old former agronomist, goes door-to-door 
selling strawberries and flowers. Even so, 
he remains an ardent “Fidelista”, grateful 
to the island’s late dictator for the free cata- 
ract surgery that saved his eyesight. 

For even as the island’s old and infirm 
must hustle to survive, they have benefited 
from its success at providing health care. 
Life expectancy at birth is 79, not far short 
of most developed countries, and widely 
available birth control helps explain why 
family size has fallen further and faster 
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than in most other countries (see chart on 
previous page). The flip side, though, has 
been a breakneck demographic transi- 
tion—exacerbated by the large share of 
young and middle-aged Cubans who have 
fled to America. Over-65s now make up 
14% of the population. The national statisti- 
cal office estimates that the total number of 
pensioners will overtake the number of 
state-sector workers by 2025. 

A few churches and charities, mostly 
funded from abroad, are trying to fill the 
gap. Rodolfo Juarez, a pastor of the Interna- 
tional Community Church, a Protestant 
congregation, helps 60 indigent elderly 


There has never been a better time for Latin American integration 


T IS Saturday lunchtime, and about 30 

trucks are parked at each of the customs 
posts on either side of the bridge across 
the broad Uruguay river that marks the 
border between Argentina and Uruguay. 
Both countries are members of Mercosur, 
a would-be customs union that also em- 
braces Brazil and Paraguay. In theory, in- 
ternal borders should not exist in Merco- 
sur. In practice, customs, sanitary 
inspections and other paperwork mean 
that the trucks are delayed for up to 24 
hours, says Oscar Terzaghi, the mayor of 
Fray Bentos, on the Uruguayan side. 

This represents an improvement. For 
three years before 2010, access to the 
bridge—the shortest land route between 
the two capitals, Buenos Aires and Mon- 
tevideo—was blocked by Argentine envi- 
ronmentalists with the support of the 
country’s president, Cristina Fernandez. 
They claimed that a planned paper mill at 
Fray Bentos would pollute the river. The 
dispute ended only when the mill was 
operating and the International Court of 
Justice ruled that there was no evidence 
of pollution. 

For the past half-century, Latin Ameri- 
can politicians have talked incessantly 
about regional integration. But they have 
struggled to make it happen. Despite a big 
increase in trade agreements among Latin 
American countries this century, the 
share of their exports that stays within the 
region has remained stubbornly around 
20%, according to a new report from the 
World Bank. That is low compared with 
Canada and the United States (35%), East 
Asia (50%) and 18 core members of the 
European single market (60%). 

There are several reasons for this. 
Many Latin American economies are 
small, produce similar things and are sep- 
arated by huge distances, all factors that 
tend to discourage trade. That is bad 


news: trade boosts economic growth, by 
increasing efficiency and by the “learning” 
that comes from exporting to other mar- 
kets or importing more sophisticated 
goods. And after six straight years of eco- 
nomic weakness, Latin America is casting 
around for new sources of growth. 

Some of the centre-right governments 
that have recently come to power in South 
America are keener on open trade than 
their left-wing predecessors, especially in 
Mercosur. Unfortunately, the biggest gains 
in efficiency and learning might come from 
more trade with the United States, some- 
thing Donald Trump seems uninterested 
in. But there are other things the region can 
do to help itself. 

There is much talk in South America of 
“convergence” between Mercosur and the 
Pacific Alliance, a free-trading group com- 
prising Chile, Colombia, Mexico and Peru. 
Next month in Buenos Aires, foreign minis- 
ters from both will meet for the first time. 
Yet the groups have different rules and phi- 
losophies; merging them is a technical and 
political impossibility. One option would 
be to use ALADI, a1980 integration treaty, 
to harmonise and improve existing prefer- 
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people in Havana. His scheme provides 
fruit, vegetables and beans to supplement 
government rations of a daily piece of 
bread; and 7lb of rice, 2lb of sugar, five eggs 
and a piece of chicken a month. Although 
running it costs just 18,000 pesos a month, 
funding is a constant problem. 

Mr Juarez and his wife, at 80 and 75, are 
older than many of those they help. Be- 
tween their church duties and his teaching 
at a seminary, they make 3,600 pesos a 
month. Though that does not go far, it 
dwarfs Mr Juarez’s pension. As long as 
Cuba’s economy flat-lines, its elderly will 
have norest till they drop. m 


ential agreements, says Enrique Iglesias, a 
Latin American elder statesman. 

The easiest gains lie in tackling bureau- 
cratic obstacles to trade. Susana Malcoryra, 
Argentina’s foreign minister, says that 
with her Mercosur counterparts she has 
identified 80 such obstacles, such as con- 
flicting norms and standards, which they 
will try to do away with. They have 
pledged to unify border posts where there 
are two, as on the river Uruguay. Better 
transport links and open-skies agree- 
ments are essential, too. Transport costs in 
South America are unusually high. 

The World Bank argues that regional 
and global integration go hand in hand. 
Mr Trump has killed the Trans-Pacific Part- 
nership; the Pacific Alliance hopes to res- 
urrect it without the United States, linking 
its members to Asia. Mercosur retains fair- 
ly high external tariffs and has few trade 
deals with others. It is making a fresh ef- 
fort to conclude long-stalled talks with the 
EU; an agreement would provide a “road 
map and a corset” for liberalisation, says 
Ms Malcorra. But without Britain, the EU 
is even less likely to offer the market ac- 
cess Mercosur wants for its farm exports. 

The rhetoric of integration masks of- 
ten-shameless protectionism by business, 
especially in Argentina, Brazil and Co- 
lombia. This has bred cynicism. The pro- 
blem, says Roberto Bouzas, a trade spe- 
cialist at San Andrés university in Buenos 
Aires, is how to translate the abstract de- 
mand for integration into a concrete polit- 
ical agenda backed by organised interests, 
and find leaders willing to carry this out. 

There is a flicker of hope. For the first 
time, says Ms Malcorra, there is “a very 
determined attitude from all the presi- 
dents”. Unfortunately, the region’s gov- 
ernments are politically weak. But they 
know they must rekindle growth, and 
that regional integration will help. 
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Beggar thy neighbour 


Two years on, Saudi Arabia’s war is a study in futility and self-harm 


ITH hindsight Shawki Hayel, Ye- 
men’s most successful industrialist, 
made a mistake putting his food-process- 
ing plant in his hometown of Taiz. The 
town straddles the front line where north- 
ern Houthi rebels are fighting the Saudi- 
backed government in the south and the 
war has been harshest. Imports of flour for 
his biscuits are haphazard because of a 
Saudi-led blockade at Hodeida, the coun- 
try’s largest commercial port. Warlords on 
the road in between erect checkpoints to 
rob travellers and merchants. And then 
there is the problem of payment. Abd 
Rabbo Mansour Hadi, the president, 
moved Yemen’s central bank from Sana’a, 
the capital seized by his northern Houthi 
foes in January 2015, to Aden, a southern 
port now controlled by soldiers from the 
United Arab Emirates (UAE), but had to 
leave its bureaucrats and database behind. 
Government employees have not been 
paid since July. Banks have stopped issuing 
letters of credit or cashing cheques. 
As Yemen’s formal economy collapses, 
a war economy has taken its place. For a 
fee, any truck can pass checkpoints with- 
out inspection, no matter what it carries. 
Weapons-smuggling is rife; particularly, 
says a diplomat, of Saudi-supplied arms. 
So cheap and plentiful are hand-grenades 
that Yemenis throw them to celebrate wed- 
dings. Sheikhs offer their tribesmen as 


fighters for neighbouring countries willing 
to pay for regional influence. (One warlord 
supposedly presented his Saudi backers 
with a payroll of 465,000 men.) For a fur- 
ther fee—call it performance-related pay— 
they might even advance. Ending the con- 
flict might cost the warring parties their 
livelihoods, so they have stopped talking 
to the UN’s special envoy. When the unfor- 
tunate diplomat arranged a ceasefire-mon- 
itoring centre in Saudi Arabia, the Houthis 
bombed it. “They and their sons make mil- 
lions at the expense of hungry Yemenis,” 
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says a frustrated mediator. 

Outsiders have added greatly to the 
fragmentation of Yemen. Iran has long 
backed the Houthis with weapons, but 
ideas are just as lethal an export. Yemen’s 
population is comprised of roughly equal 
numbers of Shafii Sunnis and Zaydi Shias, 
inclusive sects whose followers once 
prayed side-by-side in the same mosques. 
But after Iran’s Shia revolution in 1979, aya- 
tollahs in Iran’s holy city of Qom paid for 
hundreds of Zaydis to enroll in their semi- 
naries. Many returned to preach the vir- 
tues of Iran’s more mainstream Shiism, 
and hung portraits of Iran’s supreme 
leader, Ali Khamenei, in their homes. 

Saudi Arabia countered by exporting its 
own Wahhabi version of Sunni Islam. Rad- 
ical preachers, such as Mugbil al-Waddai, 
opened retreats in the desert, where at 
prayer-time trainees bowed down to Ka- 
lashnikovs laid in front of them. With Sun- 
nis concentrated on the coast and in the 
east, and Shias predominating in the high- 
lands of the north-west, their rival creeds 
prised the country apart. 

Such are the animosities that Yemen, 
stitched together in 1990, is now disinte- 
grating. The south seethes at the northern 
bullies who bombarded their roads and 
sniped at their citizens when they briefly 
conquered Aden in the early months of the 
war. The north decries the southern trai- 
tors who invited Saudi and Emirati forces 
to drop bombs on them and isolate them 
by land, air and sea after the outsiders 
joined the war in March 2015. 

The fact that gains on the ground are of- 
ten secured by tribal understandings and 
payments rather than by fighting accounts 
for the high share—three-fifths—of all casu- 
alties that are caused by air strikes. Reluc- 
tant to take risks, Saudi pilots fly high, out >> 
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>of range of anti-aircraft fire. That spares 
Saudi lives, but imprecise bombing in- 
creases Yemeni civilian casualties. The UN 
Says Over 7,000 Yemenis have been killed 
in the two years of war. Hospitals were at- 
tacked 18 times in 2016. 


Not according to plan 

Hunger is also taking a toll. Yemen imports 
90% of its food, so the warring parties con- 
trol its supply as yet another weapon. 
Without electricity to keep it cool, much of 
what gets through perishes. Of some 27m 
Yemenis, 7m are going hungry, says the UN, 
almost double the figure in January. Some 
3m people have fled their homes, but of Ye- 
men’s neighbours, only Djibouti accepts 
refugees. Yemen, says the UN, is the 
world’s largest humanitarian crisis. 

Saudi Arabia insists all this is a price 
worth paying for reinstating the president 
the Houthis chased out of the capital in 
2015. They had reason to worry. After the 
fall of Sana’a, Iran boasted that Shias had 
won a fourth Arab capital (along with 
Baghdad, Beirut and Damascus), this time 
in their Saudi rivals’ backyard. Some 
Houthis pointed artillery purloined from 
state armouries northward, and said they 
might march to Mecca. Others fortified po- 
sitions on the Red Sea through which 4m 
barrels of oil pass every day en route to Eu- 
rope. Vowing to push Iran back, the new 
Saudi king’s impulsive son and defence 
minister, Muhammad bin Salman, saw a 
chance to prove his mettle. 

But even if the diagnosis was accurate, 
the prince’s response has been fatally 
flawed. War has only exacerbated the man- 
ageable threat that Saudi Arabia faced at 
the start. No matter how often its loyal 
press report victorious advances, the front 
lines have in fact changed very little. But 
Saudi Arabia now looks more vulnerable 
and Iran looms larger than ever. The 
Houthis mount regular raids dozens of ki- 
lometres into Saudi Arabia, often unop- 
posed. Missiles land as far north as Riyadh, 
most recently striking an airbase there on 
March 18th, and disable coalition naval 
vessels in the Red Sea. Scores of Saudi and 
UAE tanks have been struck. As always, al- 
Qaeda and Islamic State fill the copious 
ungoverned spaces, perhaps offering a ref- 
uge for fighters fleeing Iraq and Syria. As a 
war it predicted would quickly end enters 
its third year, Saudi Arabia seems without 
an exit strategy. “Yemen [is] in danger of 
fracturing beyond the point of no return,” 
said a recent UN report. 

The UAE, which masterfully captured 
Aden with an amphibious landing in Au- 
gust 2015, had vowed to make the city a 
model for the rest of the country. A year 
and a half on itstill refuses to let in journal- 
ists, so itis hard to measure its success. Se- 
curity has improved, say locals, but go- 
verning institutions remain sorely lacking. 
Destitute refugees from Aden arriving in 


Djibouti insist they have seen no evidence 
of the billion dollars the Emirates claims it 
is investing in reconstruction. In the territo- 
ries it has captured, the coalition’s forces 
battle over the spoils. Mr Hadi’s own 
southern tribesmen are but one of four 
forces scrapping for control of the port and 
the airport. Al-Qaeda is another. 

Those who should know better egg 
them on. “All permanent members of the 
UN Security Council are against the war, 
but they are all ready to sell Yemen for 
arms,” says an ex-UN Official who worked 
on Yemen. By night Saudi Arabia launches 
American-made Reaper combat drones 
from an American base in Djibouti. In or- 
der to buy silence, King Salman promised 
China $65bn of investment on a visit this 
month. Saudi Arabia’s people, fed up with 
the austerity measures put in place to help 
with their country’s budget deficits, would 
rather the money was spent athome. 


Syria 


The race for Raqqa 


SANLIURFA 
America’s allies clash ahead of the final 
battle for Islamic State’s capital 


HE last caliph to make the Syrian city of 

Raqga his capital was a lover of fine 
wine, art and women. Although certainly 
brutal (he had his most loyal adviser cut 
into three pieces in 803), Harun al-Rashid is 
best remembered for his lasciviousness, 
which inspired some of the raunchiest 
tales in “The Arabian Nights”. 

By contrast, Raqqa’s current overlord— 
the self-declared caliph of a self-declared 
caliphate—will be remembered for un- 
leashing a spasm of grotesque violence 
that erupted in Irag and spread as far as the 
shores of Libya and the mountains of Af- 
ghanistan. Abu Bakr al-Baghdadi will have 
also presided over one of the shortest-lived 
“caliphates” in history. 

The fall of the capital of Islamic State 
(Is), which the extremists captured in Janu- 
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ary 2014, looks imminent. Since Novem- 
ber, acombined force of Kurdish and Arab 
fighters known as the Syrian Democratic 
Forces (SDF) has swept through the desert 
from the north, sealing the city from the 
north, east and west. Backed by air strikes 
from the American-led coalition against Is 
and supported by American special forces 
on the ground, the sprF’s closest frontline is 
now just a few kilometres from the city. 

The coalition’s planes have destroyed 
the bridges that span the Euphrates to the 
south, completing the siege of the city. Air- 
dropped leaflets have warned residents 
not to cross the river in ferry boats (1s has 
used the boats to reinforce the city with 
men and weapons). Both civilians and 
fighters are trapped. 

As in its defence of Mosul, now also 
nearing its end, 1s has burrowed a network 
of fortified tunnels beneath Raqqa and pre- 
pared dozens of suicide-bombers forits en- 
emies. Its fighters have booby-trapped 
homes, ringed the city with belts of impro- 
vised landmines and strung tarpaulins 
across the main streets to conceal them 
from drones. 

Whether the fight takes weeks or 
months, there is little doubt that 1s willlose 
its capital. Of greater concern, given the 
heady mix of competing interests in north- 
ern Syria, is what comes next. Many ques- 
tion the wisdom of gambling on the Kurd- 
ish-dominated spF to liberate a city where 
Arabs predominate. There are also fears 
that the spDF’s links to the regime may re- 
store a degree of government control over 
the city, which was the first to fall to rebel 
forces in the early years of the revolution. 
The spF recently ceded control of several 
villages to the government in a Russian- 
brokered deal that has only intensified 
these fears. 

“They [locals in Raqqal want to get rid 
of 1s but they are really worried about 
who’s coming to free them,” says Moha- 
mad Shlash, a lawyer and former member 
of the city council. “1s is playing on these 
fears, telling people that the spF is full of 
atheists and regime people who are com- 
ing to destroy Islam.” 

America’s support for the spF has infu- 
riated the Turkish government, whose en- 
mity with the Kurds has threatened to de- 
rail the campaign against 1s. The SDF is 
spearheaded by the military wing of the 
PYD, a Syrian-Kurdish party that has seized 
on the chaos of Syria’s six-year war to 
carve out a proto-state along the Turkish- 
Syrian border. The pyD in turn has close 
ties with the PKK, a Kurdish party that the 
Turkish government has fought for de- 
cades. It regards a Kurdish mini-state with 
strong links to a group both America and 
Turkey consider to be a terrorist organisa- 
tion as anathema. To thwart Kurdish ambi- 
tions along its border, Turkey sent tanks 
and troops into Syria last August, bringing 


them face-to-face with American special >> 
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> forces deployed as advisers to the SDF. 

In the run-up to the battle for Raqaa, 
America has had to work hard to keep 
these unruly partners from tearing them- 
selves, rather than Is, apart. When Turkish- 
backed rebel forces attacked the spr 
around the town of Manbij earlier this 
month, America had to rush its own sol- 
diers into the town to stop its allies from 
killing each other. It has also sent a unit of 
marines to the outskirts of Raqqa to set up 
an artillery base ahead of the battle. More 
soldiers and helicopters will probably fol- 
low as America seeks to speed up the fight 
against Is. 

Whatever its make-up, the force faces a 
severely depleted Is. Its shrinking territory 
has seen the group’s revenue drop by more 
than half since 2014. Local fighters have 
had their wages cut, lowering morale and 
increasing tensions with better-paid jiha- 
dist immigrants from countries such as Tu- 
nisia and Saudi Arabia. 

“There are a lot of local fighters who 
want to quit,” says an 1s defector who fled 
to Turkey four months ago. “But many are 
afraid of being captured by the anti-1s 
tribes or by the rebel groups. They know 
they'll be killed. Others can’t afford the 
smuggling fees. So they will have to fight. 
They don’t have much choice.” Even with 
the group’s Utopian dreams in ruins, the 
war against Is is far from over. & 


Contraceptives in Egypt 


A bitter pill 


CAIRO 
A shortage of drugs makes life tough for 
Egyptians 


HEN they got married a year ago, 

Hassan and his wife were not ready 
to have children. So she began using Yas- 
min, a popular birth-control pill made by 
Bayer, a German company. But last sum- 
mer, Yasmin disappeared from pharma- 
cies. So she switched to another brand, un- 
til it also disappeared. The newly-weds 
were careful, but in October Hassan’s wife 
found out that she was pregnant. He went 
looking for abortion pills. But they, too, 
were unavailable. 

The ordeal of Hassan (not his real 
name) and his wife is not unusual. During 
the past year, many Egyptians have strug- 
gled to find contraceptives, especially 
birth-control pills. This is symptomatic of a 
broader shortage of medicines that has 
caused widespread suffering. Access to 
contraception is rarely a matter of life and 
death—unlike, say, cancer treatment, 
which is also limited. But Egypt’s popula- 
tion is growing at 2.4% a year, much faster 
than most other developing countries. Wa- 


ter and food are in short supply. The gov- 
ernment can hardly serve the 92m Egyp- 
tians alive today. 

Egypt was once at the forefront of con- 
traception. In ancient times women insert- 
ed a paste made with crocodile dung into 
their vaginas to prevent pregnancy. Now 
more reliable prophylactics are imported, 
or made locally with foreign ingredients. 
The same is true of other medicines, so 
Egyptian drug companies need foreign 
currency, which was in short supply last 
year. Most had to buy dollars at a premium 
on the black market, adding to their costs. 
After Egypt floated its currency in Novem- 
ber, leading to a precipitous drop in its val- 
ue, the cost of imports spiked. 

Since 1955 the government has fixed the 
price of medicine, which once made Egypt 
a destination for medical tourists. Now the 
policy hinders drug firms, which cannot 
pass on higher costs to consumers, most of 
whom pay for contraceptives themselves. 
Since last year firms have pleaded with the 
government to raise prices and, say critics, 
hoarded their stocks. Anxious consumers 
have aggravated the shortages by buying 
more than they need. 

Hassan turned to the black market to 
get birth-control pills, until those disap- 
peared. Others adapted in different ways. 
Egyptian couples tend to shun condoms, 
but some have resorted to them. There is a 
shortage of sex education, too. A pharma- 
cist in Cairo claims one woman tried to 
swallow the condoms she bought. 

By the time the government agreed to 
raise the price of medicines in January, 95% 
of the local factories that make drugs had 
stopped production, says Ali Ouf of the 
Federation of Egyptian Chambers of Com- 
merce. For now, shortages are easing. 
“Most missing medicine is now available, 
but in very small quantities,” says another 
pharmacist. “For contraceptives, one per- 
son cannot buy more than one pack.” 

There has been talk of the government 
playing a larger role in the drugs market. 
(When there was a shortage of baby for- 
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mula last year, the army intervened.) But 
its bureaucracy is already part of the pro- 
blem. Several ministries regulate the im- 
port, manufacture and sale of drugs. The 
IMF has urged Egypt to abandon fixed 
prices. Locals want the government to wid- 
en and improve coverage. 

The government claimed a victory for 
its family-planning policies when popula- 
tion growth slowed slightly in 2015. The 
numbers for 2016 are not yet available, but 
they will not tell the whole story. Last year 
Hassan paid a doctor 8,000 Egyptian 
pounds ($440) to perform an illegal abor- 
tion. “The government is, of course, re- 
sponsible for that,” he says. ™ 


South Africa 


The thin robed 
line 


The courts are struggling with a 
government that defies the law 


T READS like a head-teacher’s instruc- 

tions to a failing pupil to come back every 
few months, homework in hand, to prove 
that he has done better. Sadly it is a judg- 
ment by South Africa’s Constitutional 
Court, the country’s highest, against a gov- 
ernment that the judges no longer trust to 
uphold the laws and constitution. 

The ruling, handed down by an exas- 
perated court on March 17th, was some- 
thing of a U-turn. Three years earlier it had 
found that the government had not run a 
fair tender process when, in 2012, it gave a 
contract to a private company to manage 
the payment of pensions and social grants. 
At the time the court did not look into 
whether the contract to Cash Paymaster 
Services (CPS) was corruptly awarded, but 
it did note that “deviations from fair pro- 
cess may themselves all too often be symp- 
toms of corruption or malfeasance.” 
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Although in 2014 the court declared the 
contract with cps invalid, it did not simply 
tear it up, because of its concern for the 
well-being of some 17m people, or nearly 
one in three South Africans, who get 
monthly payments from the state. These 
include notjust the old but also mothers of 
young children, and people with disabili- 
ties. So the court said it would allow the 
contract to run forits full five-year term. But 
it told the government either to run a new 
(clean) tender to award a contract for the 
five years from April 2017, or to prepare to 
make those payments itself. Three years 
on, almost on the eve of the contract’s expi- 
ry on March 31st, it turned out that the gov- 
ernment had done neither. 

After being hauled before the court by 
civil-society groups fretting that social pay- 
ments would halt in April, the government 
admitted it could not make the payments 
itself, had not found anyone else to do so 
and argued that the court had no option 
but to allow it to renew the deal with cps. 
With protests being held outside govern- 
ment offices and pensioners fretting about 
whether they would get paid in April, the 
court has been forced to give in and allow 
cps to keep managing the social-welfare 
system, its rage evident in the judgment. 
The government had “broken the promise” 
it had made to the court, and the result of 
its endangering the payment of social 
srants is that “the fabric of our society 
comes under threat”, the justices wrote. 

The self-inflicted crisis has left many 
scratching their heads looking for a motive, 
or a beneficiary. Some suspected the hid- 
den hands of allies of the president, Jacob 
Zuma, who for some months has been 
looking for an excuse to fire Pravin Gord- 
han, his independent-minded and interna- 
tionally respected finance minister. Mr 
Gordhan’s firm hand on the Treasury has 
thwarted several of Mr Zuma’s more out- 
landish plans, including one to get Russia 
to build a fleet of nuclear-power stations 
that South Africa cannot afford. 

Liezl Van Der Merwe, an opposition 
MP, voiced such concerns in February at a 
parliamentary committee meeting, when 
she asked for assurances that the govern- 
ment was not manufacturing a catastrophe 
to “give the minister and the president 
more ammunition to fire Pravin Gordhan”. 
Yet risking social unrest to reshuffle a cabi- 
net seems too dangerous a game for a poli- 
tician as wily as Mr Zuma. 

Whatever the cause of the crisis, the 
judges have passed an order that means 
the Constitutional Court is prying far more 
deeply into the affairs of the executive 
branch than it would prefer. The court has 
ordered the government to report every 
few months on its progress towards either 
preparing a new tender or taking over the 
payment of social grants within a year. 

Judges and politicians are often at log- 
gerheads. In a different case, a court over- 


turned the appointment of an ally of the 
president as the head of an elite police in- 
vestigations unit because, it said, he was 
“dishonest and lacks integrity”. Yet the 
conflict between the two arms of govern- 
ment may also be putting judges at risk. 
Just days after both court rulings, unidenti- 
fied intruders burgled the office of the chief 
justice, stealing only computers that held 
personal information aboutjudges such as 


African rubbish 


Plastic bantastic 


NAIROBI 
Banning the bag is asmall step 


ITTERING in graveyards is generally 
frowned upon. But at the edge of 
Kangemi, a slum in Nairobi, Kenya’s 
capital, a patch of land that used to bea 
final resting place for humans now serves 
as arubbish dump. A few mangy goats 
roam around, picking out scraps of food. 
Men, too, scrabble around. “This is where 
we find our daily bread,” says George 
Kimani, who collects aluminium cans 
and plastic bottles and sells them to 
recyclers. But one thing is not of use, he 
says: plastic bags. Left behind by goats 
and men alike, they form a carpet of 
green, blue and white on the ochre earth. 
Since their invention in the 1960s, 

disposable plastic bags have made lives 
easier for lazy shoppers the world over. 
But once used, they become a blight. This 
is particularly true in poor countries 
without good systems for disposing of 
them. They are not only unsightly. Filled 
with rainwater, they are a boon for ma- 
laria-carrying mosquitoes. Dumped in 
the ocean, they kill fish. They may take 
hundreds of years to degrade. On March 
15th Kenya announced that it will become 
the second country in Africa to ban them. 
It follows Rwanda, a country witha 
dictatorial obsession with cleanliness, 
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their home addresses. 

Still, the judges seem able to get perso- 
nal too. In the cps case the court has or- 
dered Bathabile Dlamini, the minister re- 
sponsible, to give reasons why it should 
not make her pay for the costs of the court 
case “from her own pocket”. But it is a sad 
day when South Africa’s courts must resort 
to threatening ministers to ensure that 
their orders are enforced. & 


which outlawed them in 2008. 

The ban was hailed by the United 
Nations Environment Programme asa 
breakthrough. “Our oceans are being 
turned into rubbish dumps,” says Erik 
Solheim, the head of the agency. As 
Kenyans get richer and move to cities, the 
amount of plastic they use is growing. By 
one estimate, Kenya gets through 24m 
bags a month, or two per person. (Ameri- 
cans, by comparison, use roughly three 
per person.) Between 2010 and 2014 
annual plastic production in Kenya ex- 
panded by a third, to 400,000 tonnes. 
Bags made up a large part of the growth. 

Kenya has tried to ban polythene bags 
twice before, in 2007 and 20n, without 
much success. This latest measure is 
broader, but few are ready forit. The 
Kenyan Association of Manufacturers 
says it will cost thousands of jobs. Some 
worry that supermarkets will simply 
switch to paper bags, which could add to 
deforestation. And then there is the ques- 
tion of whether Kenyan consumers will 
accept it. In Rwanda, since its ban was 
imposed, a thriving underground in- 
dustry has emerged smuggling the bags 
from neighbouring Congo. Packing in the 
plastic may be harder than it seems. 
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Creaking at 60 


As it marks its 60th birthday, the European Union isin poor shape. 
It needs more flexibility to rejuvenate itself, argues John Peet 


THE EUROPEAN PROJECT has sometimes given the impression of being 
in perpetual crisis. Indeed, its spiritual father, Jean Monnet, saw this as 
the best way to advance to his preferred goal of “ever closer union”, argu- 
ing that “Europe will be forged in crises, and will be the sum of the sol- 
utions adopted for those crises.” Yet as the union prepares to celebrate 60 
years since its founding treaty was signed in Rome on March 25th1957, itis 
in deeper trouble than ever. 

A big reason for this is the politics in EU member countries. Crucial 
elections loom in many this year, and populist parties opposed to the 
European project and in favour of referendums on membership of the 
euro, the Eu or both are likely to do well. In the Netherlands, Geert Wild- 
ers’s anti-European Freedom Party gained seats in an election on March 
15th, though fewer than many had feared. In France Marine Le Pen of the 
National Front is expected to win a place in the second, run-off round of 
the presidential election in early May, just as her father did in 2002. Al- 
though, like him, she will probably lose, she will come closer to winning 
than he did. And if she loses, it may be to Enmanuel Macron, who is run- 
ning as an outsider with an untried political party. 

Then in September Germany will go to the polls, and the anti-euro 
Alternative for Germany party is likely to win its first seats in the Bundes- 
tag. Although Angela Merkel may yet remain chancellor, her new Social 
Democratic challenger, Martin Schulz, is running close behind her in the 
polls. Were he to replace Mrs Merkel, the shock to a European project that 
she has largely led for12 years would be profound. Italy must also hold an 
election by early 2018; two of its leading parties have at different times 
called for a referendum on the country’s euro membership. 

One reason for the likely success of populists against incumbents is 
that Europe’s economic mood is so glum. Although growth has returned 
and the euro zone has stabilised, growth rates are still low and, notably in 
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> the Mediterranean, unemployment (especially among young 
people) is punishingly high. Greece remains a basket-case on the 
edge of default, and the markets are nervous about Italy and 
France. Public debts across the union remain large, and progress 
on liberalising structural reforms has largely stalled. The euro 
zone has a partial banking union, a centralised bail-out fund and 
a European Central Bank (EcB) prepared to act as a lender of last 
resort, but its architecture remains incomplete and there is little 
agreement over how to finish the job. 

Migration remains a huge issue. The numbers entering the 
EU from the Middle East and Africa have come down a lot, but 
mainly because of a questionable bilat- 
eral deal with Turkey to close the main 
transit route into Greece that could fall 
apart at any moment. Hundreds of 
would-be migrants still take to leaky boats 
across the Mediterranean every week. The 
distribution among EU countries of those 
refugees who have got through has 
created serious tensions, with Germany particularly angered by 
the refusal of central European countries to take more than a few. 
Work to strengthen the union’s external borders has been fitful at 
best. Internally, the Schengen frontier-free system is troubled and 
several border controls have been reintroduced. 

The deteriorating geopolitical environment makes matters 
worse. Turmoil and war across the Middle East and in north A fri- 
ca were one big cause of the surge in migrant inflows. An aggres- 
sive Russia under President Vladimir Putin is now seen as a direct 
threat, particularly in eastern Europe. Turkey’s president, Recep 
Tayyip Erdogan, is turning his back on a club that seems to have 
rejected his membership aspirations, and is spurning its demo- 
cratic values as well. To cap it all, America’s new president, Do- 
nald Trump, has shown himself hostile not just to multilateral 
free trade and Muslim immigrants but intermittently to the Eu, 
praising Britain’s decision to leave and urging others to follow. 

That points to perhaps the biggest current concern of all: 
the EU’s unpopularity with both national governments and 
their voters. Following last June’s referendum, in which the Brit- 
ish voted to leave by 52% to 48%, their prime minister, Theresa 
May, is about to trigger the two-year process for Brexit under Arti- 
cle 50 of the EU treaty. Brexit may be more painful for Britain than 
forits 27 partners, but itis still a threat to the future of a union that 
has previously only ever expanded. Some politicians in other 
countries have openly said that they want to follow Britain’s ex- 
ample. The Eu’s popularity ratings in other member countries re- 
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ceived a slight boost from the Brexit decision, but they remain 
strikingly low by past standards (see chart). 

Indeed, whenever any European treaty has been put to a 
vote in recent years, it has been as likely to be rejected as ap- 
proved. The Danes and the Irish are famous for having to be 
asked to vote twice to produce the desired result. French and 
Dutch voters sank the EU constitutional treaty in 2005. The 
Dutch also rejected an association agreement with Ukraine last 
year. In capitals around Europe, diplomats gloomily conclude 
that there may never be another treaty, for at least one country 
would surely fail to ratify it. 


Whenever any European treaty has been put to a vote 
in recent years, it has been as likely to be rejected 


The Brussels institutions are not in much better shape. The 
European Commission under Jean-Claude Juncker has com- 
mendably slashed its output of red tape. Yet Mr Juncker was a 
poor choice, forced on Eu leaders by an ambitious European Par- 
liament. The European Council’s president, Donald Tusk, has 
sometimes been preoccupied with fighting against the govern- 
ment of his native Poland. The parliament continues to flex its 
muscles and accrete power to itself, yet voters disdain it. Turnout 
in every single direct election since the first one in1979 has fallen, 
hitting a new low of 42.6% in 2014. 


When more Europe is not the answer 


European leaders celebrating in Rome are well aware of 
these problems. Their responses to similar troubles in the past 
have fallen into two categories, neither of which seems adequate 
this time. One is to follow Monnet’s advice and take a further 
bold leap towards ever closer union. Since the Brexit decision 
there has been much talk of a new Franco-German initiative to 
relaunch the project. True believers like Guy Verhofstadt, a for- 
mer Belgian prime minister who is now leader of the Liberal 
group in the European Parliament and has just written a book, 
“Europe’s Last Chance”, argue that, since the union’s troubles are 
created mainly at national level, more Europe and aleap towards 
ever closer union must be the answer. 

Yet the evidence is that people in most member countries 
simply do not agree. Brexit was a warning of what can happen 
when the Eu loses touch with voters. And 
many governments also strongly disagree 
with Mr Verhofstadt. Political leaders in 
France and Germany now treat the union 
as essentially an inter-governmental or- 
ganisation and openly disparage the 
European Commission and European 
Parliament. During the euro crisis, Mrs 
Merkel tellingly began talking of a “union 
method” based on national capitals and 
parliaments instead of the classic Monnet 
method built around the Ev institutions. 
Even in Italy, Matteo Renzi, a passionate 
pro-European, spent much of his recent 
premiership attacking Brussels for exces- 
sive rigidity in enforcing the euro’s rules. 

That leaves the second type of re- 
sponse, which is to muddle through. After 
all, the euro and migration crises seem to 
be past their worst. Excessive austerity 
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the countries of Europe move at different 
speeds, and not always towards the same 
goal. Within the Ev, this idea has a long 


history. In 1975 the Tindemans report, 
drawn up by a former Belgian prime min- 
ister, floated the concept of a two-speed 
Europe. In 1994 Edouard Balladur, then 
France’s prime minister, proposed a Eu- 
rope of three concentric circles: an inner 
core of the single currency, a middle tier of 
those in the Eu but not the single curren- 
cy, and an outer circle of non-members 
with close links to the Eu. In the same 


year two German Christian Democrat 


MPs, Karl Lamers and Wolfgang Schauble 
(now Germany’s finance minister), sug- 
gested a central “hard core”. 

The EU treaties were later amended 
to allow “enhanced co-operation” of sub- 
sroups. In 2000 Joschka Fischer, then Ger- 
man foreign minister, proposed an 
“avant-garde” of countries ready to build 
a federal Europe. Jacques Chirac, France’s 
president, talked of “pioneer groups”. The 


Source: The Economist 


> may have done great harm, but outside Greece it is largely over. 
The single market, perhaps the union’s greatest achievement, 
has survived the financial crisis and can surely weather Brexit. 
Domestic security co-operation on terrorism and crime is closer 
than ever. In foreign policy, EU countries have displayed com- 
mendable unity over sanctions on Russia, and have been vital in 
striking a nuclear deal with Iran. As economies improve and this 
year’s tricky elections are negotiated, the union will somehow 
manage to keep going. 

This is indeed the most likely course of events, yet it carries 
serious risks of its own. An unfinished euro may not be sustain- 
able in the long run. If another financial crisis were to hit, as at 
some point it surely will, the currency could crumple. Worse, 
both it and the broader EU remain vulnerable to a political acci- 
dent at any time. Possibilities include a renewed Greek crisis, the 
arrival of openly anti-EU leaders in France or Italy, or a firmer en- 
trenchment in one or more east European countries of what they 
call “illiberal democracy”. Given the challenges facing the union, 
muddling through may no longer be the safest option. Brexit 
could yet be copied by another member, leading to the slow col- 
lapse of the union. As Sigmar Gabriel, now Germany’s foreign 
minister, told the German weekly Der Spiegel in January, “it is no 
longer unthinkable for [the EU] to break apart.” 


Variations ona familiar theme 


Whatis really needed is a creative rethink of the entire Euro- 
pean project. The most obvious idea is to drop the rigid one-size- 
fits-all model and adopt the greater flexibility of a network. This 
rests on three simple observations. The first is that few of the 27 
EU member countries that will remain after Brexit favour much 
deeper political and economic integration. Second, these 27 are 
integrated into the EU in many different ways: all are in the single 
market, 26 in the banking union, 21in Schengen, a different 21 in 
NATO and 19 in the euro, to list just five examples. And third, the 
European continent is home notjust to the 28 EU members but 48 
countries in all. Those outside the EU aspire to special relations 
with the club, and some belong to bits of it already (see maps). 

Such heterogeneity could give rise to a scenario in which 
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*Croatia currently a provisional member 


British preferred the term “variable geo- 
metry”. In 2012 Jean-Claude Piris, a for- 
mer chief legal adviser to the Council of 
Ministers, wrote a book advocating a two-speed Europe. 

The idea of enhanced co-operation has recently picked up 
renewed interest. Atan EU summit in Malta last month, Mrs Mer- 
kel suggested her fellow leaders should commit themselves to a 
union of “different speeds”. The European Commission’s recent 
white paper on the future of Europe suggested five options, one 
of which was to move explicitly to a multi-speed Europe. The 
French, German, Italian and Spanish leaders promptly sup- 
ported the principle of this option, as did Joseph Muscat, prime 
minister of Malta, which holds the rotating council presidency. 


Think again 

Yet with small exceptions, these ideas have not borne fruit. 
Enhanced co-operation has been used but thrice, for cross-bor- 
der divorce, the European patent and property rights. Such a pau- 
city of results partly reflects fears that a multi-speed, multi-tier 
Europe could begin to undo the Ev. This also explains the ad- 
verse reactions to an August 2016 paper by a group of experts 
published by a Brussels think-tank, Bruegel, entitled “Europe 
after Brexit: A Proposal for a Continental Partnership”. Such a 
partnership could, the paper said, offer non-EU countries partial 
membership of the single market without full free movement of 
labour, and also create a system of decision-making that gave 
them an informal say (but no formal vote) in rule-making. The 
paper suggested that Britain, and perhaps others, might be inter- 
ested. But both Brussels and national capitals dismissed the pro- 
posal because it would let Britain have its cake (barrier-free ac- 
cess to the single market) and eat it (limits on free movement). 

The idea surely deserves another look. A union of 28, or 
even 27, members is very different from the original club of six. 
There are countless examples of opt-outs from common policies, 
ranging from large ones (staying out of the euro, common securi- 
ty and defence policy or Schengen) to minor ones (controls on 
purchases by foreigners of houses in Denmark and Austria, or 
Sweden’s derogation from the rules for chewing tobacco and 
selling alcohol). In this sense, a multi-speed, multi-tier union ex- 
ists already. This special report will explore its wider promise, 
starting with the most obvious example: the single currency. & 
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That sinking feeling 


Euro-zone members agree that the single currency 
needs more integration, but disagree over how 


MANY BRITISH TORY Eurosceptics trace their beliefs back 

to the 1992 Maastricht treaty which agreed to create a single 
currency. To them, Maastricht represented a Franco-German 
stitch-up. The French president, Francois Mitterrand, accepted 
German unification, and in exchange the German chancellor, 
Helmut Kohl, agreed to give up the D-mark for the euro. 

In fact money was crucial from the very start of the Euro- 
pean project. In the 1950s Jacques Rueff, a leading French econo- 
mist, declared that “Europe will be made through a currency, orit 
will not be made.” After the break-up of the Bretton Woods inter- 
national monetary system in 1971, European countries made 
many attempts, usually in vain, to ensure currency stability 
through such arrangements as the “snake”, the European mone- 
tary system and the exchange-rate mechanism. 

A move to a single European currency may have seemed a 
logical extension of such efforts, yet it was far more momentous. 
However fixed an exchange-rate arrangement pretends to be, it 
can be altered at any time. Indeed, that is what happened repeat- 
edly in the 1980s and1990s. The point of the single currency was 
to put an end to such disruption. By launching the euro in 1999 
and replacing national notes and coins in 2002, the EU was not 
just underpinning the single European market, its most success- 
ful project. It was also taking a giant leap towards deeper political 
and economic integration. 

Yet the design of the euro suffered from two big defects that 
still haunt the single currency today. The first concerned the se- 
lection of countries that were able to take on the discipline of 
joining a single currency. Clearly France had to be a founding 
member, but beyond that the German government thought that, 
at least initially, the club should be kept quite small. The Maas- 
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tricht criteria setting debt and deficit levels for would-be mem- 
bers may not have made economic sense, but they made politi- 
cal sense to Germans keen to keep out unreliable Mediterranean 
countries, most obviously Italy. At Maastricht it was already clear 
that Britain (and later Denmark) would stand aside. 

During the 1990s Italy, too, toyed with letting economic and 
monetary union go ahead without it, partly because its public 
debt was far above the Maastricht ceiling of 60% of GDP, but also 
because its post-war economic success had been built on fre- 
quent devaluations. Yet when Spain and Portugal showed them- 
selves determined to join the euro from the start, Italy, as a found- 
ing member of the club, felt it had to be there, too. The limits set in 
both the Maastricht treaty and the later stability and growth pact 
were fudged, so that at the outset the euro zone embraced u1 
countries. Shortly afterwards Greece sneaked in as the 12th. 


Don’t delay, reform today 


At first all went well, with robust growth and modest infla- 
tion. The Mediterranean countries benefited from interest rates 
converging downwards. But that meant they could avoid the 
pain of pushing through structural reforms to make their econo- 
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> mies more competitive. Many economists pointed out that such 
reforms were more necessary than ever for countries no longer 
able to devalue or run their own monetary policy, but politicians 
were all too ready to avoid unpopular remedies. One result was a 
worrying divergence in growth and unit labour costs, a proxy for 
countries’ competitiveness (see chart on previous page). 

That was to cause serious trouble when the second big de- 
fect in the euro became apparent towards the end of its first de- 
cade: its flawed architecture. There was a no bail-out rule but no 
provision for what to do if national governments needed help, a 
serious omission given that their debts were now, in effect, de- 
nominated in a foreign currency over which they had no control. 
The euro had no central funds that could be drawn on to assist 
members if they were hit by external shocks. Though banks had 
become increasingly European in life, they remained unavoid- 
ably national in death; yet national central banks had neither the 
ability nor the resources to rescue or restructure the biggest ones. 
The European Central Bank (EcB), for its part, was unable or un- 


SPECIAL REPORT 
THE FUTURE OF THE EUROPEAN UNION 


Enthusiasts for European integration did not see any of 
these problems as insuperable, because they expected monetary 
union to lead inexorably to closer political union. Many still do. 
But there was little sign of this during the euro’s first decade. Even 
the budget-deficit rules set by the stability and growth pact were 
ignored, with France and Germany ironically being identified in 
2003 as the first rule-breakers. When in 2009 the single currency, 
structurally vulnerable as it was, became engulfed by the biggest 
global financial crisis since the 1930s, its problems quickly be- 
came glaringly obvious. 

The ensuing euro crisis has lasted for what seems like many 
years. An emergency bail-out fund that later became the Euro- 
pean Stability Mechanism (Esm) was established with the sup- 
port of the IMF. First Greece and then successively Ireland, Portu- 
gal, Spain and Cyprus were forced into bail-out programmes. 
Because the crisis began in profligate Greece, the prescribed cure 
was usually fierce public-sector austerity, even though in most of 
the other countries excessive public spending and borrowing 


willing to act as a lender of last resort. were not the root problems. The turning-point came in July 2012, >> 


Exit strategy 


ONE BIG QUESTION has lurked throughout 
the euro crisis: should one or more members 
quit? The most obvious candidate is Greece, 
the country where the trouble began. It 
never met the criteria for joining, butits 


deficit and debt figures were misrepresented. 


And the crisis has inflicted agonies on the 
Greeks. Pierre Moscovici, the EU’s economic- 
and monetary-affairs commissioner, notes 
that Greece’s GDP per person has fallen by 
45% since late 2009 and unemploymentis 
nearly 50%. This is the worst performance 
ever by any advanced country. 

Nowa further row looms, over funds 
needed for Greece’s third bail-out this sum- 
mer. The IMF reckons that Greece will never 
repay its debts, which currently amount to 
180% of GDP and rising. Yet euro-zone credi- 
tors refuse to accept any debt relief, prefer- 
ring variants of “extend and pretend” to 
avoid owning up to fiscal transfers. Mean- 
while Greece’s government rejects more 
austerity, just as Greek voters did in a refer- 
endum in July 2015, only for it to be forced 
onthem all the same. Even so, Greeks do not 
want to leave the euro—perhaps because for 
them it has become like Alcatraz: a prison 
that keeps people in mainly by making es- 
cape too risky. Ifan orderly procedure for 
leaving the euro were available, a Greek 
departure might become more attractive. 

Officials say it cannot be done. Yet at 
least twice in 2012, and again in 2015, the 
German finance ministry spoke in favour of 
it. The technicalities of returning to the 
drachma could surely be managed. Existing 
euro notes might continue to be used, per- 
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i The have and the have-nots 


European Central Banks’ TARGET* balances, €bn 
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haps overstamped, as in the Czech-Slovak 
currency splitin 1993; in any case, ever more 
payments are made electronically or by card. 
Most Greek banks would go bust, but strin- 
gent capital controls could be imposed, just 
as they were during the banking crisis in 
Cyprus in 2013. The EcB could provide the 
Bank of Greece with plenty of liquidity. The 
Greek economy, especially the tourist in- 
dustry, would quickly reap large benefits 
from a substantial devaluation. 

It was two other considerations that 
tipped the scales against Grexit. The first was 
the threat of contagion. If Greece left, the 
myth that there is no way out of the euro 
would be instantly exploded, bringing the 
single currency closer to a fixed exchange- 
rate regime. The markets might fret that 
Portugal or even Italy could follow, pre- 


Saging the currency’s eventual collapse. Yet 
Greece accounts for only 2% of the EU’s total 
GDP, so if the EU fears that the departure of 
such an economic tiddler could destroy the 
euro, it has alarmingly low confidence in its 
own creation. Besides, institutional changes 
have provided the euro with far stronger 
defences than it had before. 

The second objection is the potential 
cost of Grexit, not only in support for 
Greece’s banks and people but through 
“TARGET” balances atthe ECB. These reflect 
inflows and outflows of euros in national 
banking systems, which usually attract little 
attention. But the numbers have recently 
risen, a sign of renewed market nerves. 
Greece and Italy at the end of January had 
negative balances of over €70bn and over 
€360bn respectively, whereas Germany hada 
positive one of almost €800bn, its all-time 
high (see chart). Were a country to leave or 
the euro to break up, these balances would 
probably crystallise into genuine (and surely 
unpayable) claims. 

Some economists have suggested that 
Germany, not Greece, should temporarily 
leave the euro, and rejoin later at a higher 
rate. The argumentis that the underlying 
causes of the euro’s problems are Germany’s 
strong competitiveness and its huge current- 
account surplus. Yet a German exit seems 
politically implausible: the issue for markets 
is Greece’s membership, not Germany's. 
Political or economic events could restart 
talk about Grexit at any time. It would be 
prudent to prepare for the worst—and seek 
to minimise the collateral damage. 
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> when Mario Draghi, the EcB’s president, declared that his institu- 
tion was ready to do “whatever it takes” to preserve the euro. 
This was followed by moves towards a banking union, with the 
ECB taking over supervision of Europe’s largest banks. 

In general, when compared with America and Britain, the 
euro zone has been too quick to cut public spending and raise tax- 
es; too slow to sort out its banks, many of which are still heavily 
burdened with bad debts; and too hesitant to push through 
structural reforms to its labour and product markets to improve 
competitiveness. Yet despite these failings, the euro zone’s ills are 
easily exaggerated. Klaus Regling, the managing director of the 
ESM, likes to point out that, measured by GppP per person (rather 
than absolute GpP) and employment (rather than unemploy- 
ment) rates, the zone’s performance in the past 15 years has not 
been so much worse than America’s. Today all members of the 
euro zone, even Cyprus and Greece, are just about growing—and 
all save Greece have regained access to capital markets. 

In a sense, though, the euro’s problems have merely mutat- 
ed from acute to chronic. Pierre Moscovici, the EU commissioner 
for economic and monetary affairs, complains that growth is still 
too low; that differences between north and south remain large, 
and convergence has stopped or gone into reverse; and that the 
region suffers from serious imbalances, including a German cur- 
rent-account surplus of almost 9% of GpP. Germany remains 
overly dependent on external demand. Indeed, since the crisis 
and the bail-outs, the entire euro zone has shifted to a large cur- 
rent-account surplus, which may cause continuing tension with 
big deficit countries such as America and Britain. 


Theins and outs 


The composition of the euro zone, which since 2002 has ex- 
panded to take in the three Baltic countries, Slovenia, Slovakia, 
Cyprus and Malta, remains problematic. As one senior official in 
Brussels puts it, the euro works tolerably well for 16 of its mem- 
bers, but not for three: Greece, Portugal and, most problemati- 
cally, Italy. Indeed, the real threat to the euro may not be Greece, 
given its small size. Many believe that the single currency could 
even survive a Greek exit from the euro, though others are wor- 
ried about it (see box, previous page). But Italy has seen no net 
srowthin GDP per person since the euro started in1999, a calami- 
ty fora developed country and a big reason why two of its main 
political parties favour a referendum on euro membership. Italy 
might be said to be both too big to fail and too big to bail. 

There has been talk of a renewed Franco-German initiative 
to relaunch and strengthen the euro after this year’s spate of elec- 
tions, yet differences between the two countries run deep. Ger- 
man officials were openly negative about the “five presidents’ re- 
port” in 2015 (by the presidents of the European Commission, the 
European Council, the Eurogroup of finance ministers, the Euro- 
pean Central Bank and the European Parliament), which pro- 
posed much deeper integration for the euro zone. The French are 
keener on such ideas, but Germany holds the key. Even if Mrs 
Merkel were replaced by Mr Schulz as chancellor, the Germans 
would be unlikely to shift position that much. 

That is because, as a recent book (“The Euro and the Battle 
of Ideas”, by Markus Brunnermeier, Harold James and Jean- 
Pierre Landau) shows, there are deep philosophical differences 
between the two countries over how the euro should be run. The 
French want to complete the banking union with a new system 
of common deposit insurance and bank resolution. They favour 
a gouvernement économique to counterbalance the ECB, with a 
euro-zone finance minister, a euro-zone budget and even a euro- 
zone parliament. They hope to move towards the creation of a 
mutualised debt instrument or Eurobond. Yet they resist the im- 
position of tougher fiscal restraints on national governments 


and they dislike being told what reforms to undertake. 

The Germans accept the need for deeper integration if the 
euro is to survive, let alone thrive, but they object to how the 
French propose to achieve it. They see demands for common de- 
posit insurance, a euro-zone budget and Eurobonds as tricks de- 
signed to transfer money from German taxpayers to profligate 
countries. They do not share the French taste for flexibility in fis- 
cal policy, preferring discipline and rules. They fret that bail-outs 
or debt restructuring create moral hazard, and experience has 
taught them to take Parisian promises of reform with a large 
pinch of salt. And even were a Chancellor Schulz more amena- 
ble, hardline allies like the Dutch and Austrians would resist. 

The euro, in short, remains a troubled currency, with ques- 
tion-marks over both its membership and its direction. There is 
general agreement that it needs further integration, but disagree- 
ment about how to go aboutit. Germany and other creditors feel 
that they are being asked to show solidarity with other euro- 
zone countries but are seldom offered reform and budget disci- 
pline in return. This has fostered an ugly anti-German mood in 
some countries. Germany, in turn, complains about a lack of sol- 
idarity in another area: immigration. & 


Immigration 


Compassion fatigue 


Most EU countries are happy to welcome other 

Europeans, but not refugees from outside 

EUROPE’S GREAT MIGRATION crisis seemed to blow up 

out of nowhere. Yet at least within the EU, increased move- 
ment of people should not have come as a surprise. The admis- 
sion of 1 countries from central and eastern Europe, between 
2004 and 20n, and the end of the seven-year transition period 
before allowing full free movement, was bound to encourage 
people from the new member states to look for opportunities 
abroad, given that wages and living standards in the west were 
so much higher. A simultaneous upsurge of unemployment in 
the south prompted a push north. 

Higher immigration from outside the EU might also have 
been predicted in light of the Arab spring, the 20 intervention 
led by Britain and France in Libya, the civil war in Syria and strife 


in Afghanistan and Iraq. Be- 
[ Peak asylum 


sides, in most EU countries the 
population is ageing and 
shrinking, but in Africa it is 
Asylum applications to young and growing fast. 
EU countries, non-EU citizens, m Yet the sudden inflow of 
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Under the wire and into Europe 


ent of illicit migration, in part because bilateral deals are impossi- 
ble in lawless Libya. Economics, war and the lucrative business 
model of people-smuggling have combined to destabilise the Eu, 
adding east-west tensions to north-south ones. 

The refugee convention and the Dublin regulation for asy- 
lum-seekers have played a big part in this. The convention’s rela- 
tively generous rules for accepting refugees were designed in1951, 
when refugee numbers were lower and people-smuggling was 
nota big business. Under the Dublin agreement, applicants in Eu- 
rope are required to apply for asylum in the first country they 
reach and have their cases adjudicated there, creating an obvious 
problem for EU countries with southern borders. Yet for a time it 
was easy to move through the Balkans into the frontier-free 
Schengen system. In 2015 that brought in large numbers of 
would-be refugees, with the net number of arrivals quickly reach- 
ing a million. 

It was very much to the credit of Angela Merkel, Germany’s 
chancellor, when in August 2015 she extended a welcome to Syri- 
an refugees. Yet her generosity backfired when it became clear 
that other EU countries were, in effect, funnelling refugees to Ger- 
many (and Sweden, which had also opened its doors). For a while 
Mrs Merkel’s popularity at home slumped, as the right-wing 
nationalist Alternative for Germany party, and even the Bavarian 
sister party of her own Christian Democrats, attacked her for be- 
ing naive. The criticism became louder after a mass attack on Ger- 
man women by north African migrants at Cologne station on 
New Year’s Eve 2015. 

The number of asylum-seekers has since come down (see 
chart, previous page), mainly thanks to a bilateral deal struck in 
early 2016 under which Turkey promised to stop would-be mi- 
grants from crossing into Greece. In exchange Turkey received 
money, a promise of visa-free access for Turks and a fair wind for 


The Economist March 25th 2017 


its EU membership application. At a time when the EU was also 
condemning the Turkish government for its democratic short- 
comings, this deal was widely seen as hypocritical. Yet an even 
bigger concern was, and is, that Turkey’s mercurial president, Re- 
cep Tayyip Erdogan, could tear up the agreement at any time. 

Efforts are also under way to stop the inflow of mainly eco- 
nomic migrants from Libya. Under international law, upheld by 
European courts, pushing back boats laden with would-be refu- 
gees is forbidden. But national naval vessels are now trying to in- 
tercept them closer to the Libyan coast and pull rather than push 
them back. Elizabeth Collett of the Migration Policy Institute Eu- 
rope, a think-tank in Brussels, huffs that this is an extremely fine 
legal distinction. 

Outflows from other source countries are also being 
stemmed, and people-trafficking rings are coming under attack. 
There is talk of setting up asylum-processing centres in north Afri- 
ca, as long as the Eu can find what officials now call “safe places”, 
not necessarily “safe countries”. Much money is also being spent 
on strengthening the EU’s external borders. 


None for us, thank you 


Yet the flow of migrants and asylum-seekers into Europe is 
likely to continue, and their distribution within the Ev is creating 
huge problems. Germany and Sweden feel they have been land- 
ed with an unfairly large share of the burden. German officials 
criticise their EU partners for refusing to reciprocate the solidarity 
they asked for during the euro crisis. They are particularly angry 
with central European countries in the Visegrad group of Poland, 
the Czech Republic, Slovakia and Hungary, which have taken al- 
most no refugees, in contravention of their obligations. Pascal 
Lamy, a veteran former commissioner, reckons that the east-west 
divisions created by the refugee crisis pose a greater threat to the 
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> union than the north-south ones arising from the euro crisis. 


British Eurosceptics see the EU’s migration crisis as evidence 
that continental Europe shares Britain’s concerns about the free 
movement of people. But they have got it wrong: the worries in 
other EU countries are almost entirely about external migration, 
not the movement of people and workers within Europe. Even so, 
the migration crisis has clearly destabilised the Schengen system 
of frontier-free movement. 

Schengen, which covers all EU countries bar Britain, Ireland, 
Croatia, Cyprus, Bulgaria and Romania, plus a clutch of non- 
members, has been “temporarily” suspended in some places. 
Austria has hardened its border controls. Hungary has built two 
fences. One effect has been to trap thousands of would-be refu- 
gees in grim conditions in Greece and the western Balkans. It is 
not clear when or even if Schengen will be fully restored. 


Welcome, up toa point 


No EU member other than Britain has said it wants to stop 
the free movement of people, but the principle has been eroded 
in several respects, starting with limits on welfare-benefit entitle- 
ments. Germany, the Netherlands and others have won several 
cases in the European Court of Justice, establishing that people 
from poorer east European countries are not entitled to claim im- 
mediate welfare benefits in richer EU members which often ex- 
ceed median wages at home. 

The Evu’s “posted workers” directive prevents central and 
east Europeans from undercutting domestic wages and working 
conditions in richer countries. But it allows them to pay welfare 
contributions in their home countries, which has been controver- 
sial in France, in particular. Some countries are trying to make it 
harder for would-be workers to come in without a job offer. 
Countries outside the EU but in the European Economic Area 
(EEA) can also in theory limit free movement, even though in 
principle they are bound to offer it. Liechtenstein, which is part of 
the EEA, sets quotas on the number of outsiders it allows to live 
and work there. Switzerland, which voted to restrict immigration 
from the EU in a referendum three years ago, has had to climb 
down, but it is at least being allowed to advertise jobs to Swiss 
people first. 

The idea of free movement of labour was conceived at a 
time when living standards within the EU were more homoge- 
neous than they are today. At the time nobody could have predict- 
ed the amount of movementtriggered by the lifting of controls on 
east European countries. The sending countries do not necessar- 
ily welcome the outflow, either: although anxious to protect the 
interests of their nationals abroad, they realise that a brain drain 
of highly qualified workers may not be in their best interests. 

In the proposal for continental partnerships by the Bruegel 
think-tank mentioned in the introduction to this report, the free 
movement of labour is not seen as a necessary part of a single 
market. The report also points out that, whereas the single market 
has lifted almost all restrictions on the movement of goods and 
capital, it is far from complete for services. The provision of ser- 
vices and mobility of labour, some economists note, tend to go to- 
gether. And free movement is more essential for the euro zone 
than for the wider EU since it can be a partial substitute for the loss 
of currency flexibility. 

Brexit may mean that no country in the EU or the EEA will 
challenge the free movement of people in Europe in the near fu- 
ture. Besides, the numbers coming in from outside and moving 
around inside may drop for a while. But all politicians want to be 
able to respond to public opinion, so the principle may start to 
fray at the edges. It could even become yet another example of the 
variable geometry that Brussels purists hate so much. The same is 
true of the EU’s foreign and security policy. m 


Foreign and security policy 


Home and abroad 


European countries, inside and outside the EU, more 
than ever need to work together 


THE EUROPEAN UNION is at heart an economic and trade 

project built on its foundation as a customs union. The 
1980s saw the addition of the single market, the world’s most 
deeply integrated economic union, followed a decade later by 
the launch of the single currency. But beyond finance and eco- 
nomics, the Eu has traditionally had few pretensions. In 1991 
Mark Eyskens, then Belgium’s foreign minister, summed it up as 
an economic giant, a political dwarf and a military worm. 

The focus on economics worked fine so long as European 
countries could rely for their security on NATO and the protec- 
tion of the United States. This arrangement continued to func- 
tion through the break-up of the Soviet empire and the expan- 
sion of both NATO and, later, the Eu itself. But with Russia led by 
a newly belligerent Vladimir Putin, Turkey under an increasingly 
distant Recep Tayyip Erdogan, the Middle East a more violent 
mess than ever, Britain preparing to leave the EU and an appar- 
ently more isolationist America, it is no longer enough. The un- 
ion clearly needs to focus more on strengthening its common for- 
eign and security policy (CFSP). 

It is easy to overlook the CFsp’s achievements in recent 


years. Thanks in good part to the need for unanimity among EU >> 


Allin a day’s work 
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> member countries, the Brussels machinery can be cumbersome 


or even paralysed by irreconcilable differences, as became evi- 
dent during the second Gulf war in 2003. The European External 
Action Service (EEAS), in effect the EU’s diplomatic service, has 
taken a while to establish itself. As for the “high representative 
for foreign and security policy” established with the EEAS under 
the Lisbon treaty of 2009, the very title has a ring of Gilbert and 
Sullivan aboutit. 


Unsung heroines 


Yet the first two incumbents, Britain’s Catherine Ashton 
and Italy’s Federica Mogherini, have chalked up many unsung 
successes. These range from clearing pirates from the waters off 
Somalia to establishing a relationship of sorts between Kosovo 
and Serbia in the western Balkans. And despite Mr Putin’s best 
efforts, all 28 EU countries have stayed remarkably united behind 
the sanctions imposed on Russia after its annexation of Crimea 
and invasion of eastern Ukraine in early 2014. Above all, the EU 
helped secure a nuclear deal with Iran in 2015. According to Sir 
Robert Cooper, a former counsellor to the EEAS, this would not 
have happened without it, working through an alliance of Brit- 
ain, France and Germany. 

Perhaps the Eu’s most successful foreign policy of all is its 
own enlargement. Over the two decades since the collapse of the 
Soviet empire in 1989-91, the European club has taken in no fewer 
than 11 former communist countries from central and eastern Eu- 
rope, helping to establish not just market economies but also lib- 
eral democracy, sometimes in places that had next to no experi- 
ence of the concept. The result has been good for both the 
European economy and the entire continent’s security. It has 
helped make the club more pro-American and pro-NATO and 
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less pro-Russian. 

Now, however, many of 
these achievements are under 
threat. It is not just that Mr Pu- 
tin sees the EU as an enemy 
and actively seeks to under- 


; Mostly off target 
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minister of Italy who two de- 
cades ago wrote a book sup- 
porting variable geometry, suggests the EU should have been less 
dogmaticin the 1990s in insisting on full membership or nothing: 
an intermediate form of associate membership might have been 
better. There is now a real danger that some places could slip 
away from Western influence. Mr Putin is interfering in the west- 
ern Balkans, as is Mr Erdogan, who is also taking Turkey in an 
ever more autocratic direction. 
The biggest challenge, though, is the arrival of Donald 
Trump in the White House. Many Europeans, like many Ameri- 
cans, had hoped that he and his advisers would soon ditch the 


more intemperate language that he used during his campaign. >> 
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> But his early statements in office have confirmed his protectionist 


instincts, his criticisms of Europe for free-riding on the back of 
American defence, his apparent eagerness to talk to Mr Putin, his 
serious doubts about the value of the Iran deal and his backing 
for hardliners in Israel. During his campaign he also made scorn- 
ful remarks about both NATO and the Eu and showed strong 
support for Brexit. 

So what should the EU do? Unity seems more important 
than ever. The Europeans may have to fight hard to defend the 
Iranian nuclear deal. They will want to stick to a common line 
over Russia, the Middle East and Israel. They may also need to 
find new ways to engage the western Balkans and Turkey. And in 
all this, the EU countries should recognise that there is a strong ar- 
sument for closely involving non-members, notably post-Brexit 
Britain but also Norway and others. A CFsp without Britain 
would be weaker and less effective. Hence the need for some in- 
stitutional innovation—observer status, partial or associate 
membership—that brings Britain into the picture and helps to se- 
cure its solidarity with its European partners. 

The same applies to the debate on defence. Even before Mr 
Trump’s complaints that America’s partners are not doing 
enough, the case for more, and more effective, defence spending 
was already strong. All EU countries that are also NATO members 
are in principle committed to its defence-spending target of 2% of 
GDP, but few achieve it (see chart, previous page). Since Britain’s 
Brexit vote there has been much debate in national capitals on a 
new defence initiative, perhaps even setting up an operational 
military headquarters, which will be easier to do without a carp- 
ing Britain. A Franco-German push could help. France’s and Brit- 
ain’s defence policies are increasingly linked, whereas Germany 
remains a reluctant partner. In this area, more than any other, 
keeping Britain involved makes obvious sense. 


Security begins at home 


Justice and home affairs and domestic security raise similar 
issues. International co-operation in the fight against terrorism 
and organised crime is vital. As a former home secretary, Theresa 
May, Britain’s prime minister, has repeatedly stressed the advan- 
tages to Britain of working with other EU countries on such mat- 
ters. When she chose to exercise the British right to opt out of a 
string of justice and home-affairs directives in mid-2014, she 
promptly opted back into the most important ones, including 
Europol, the European Arrest Warrant and the system of passen- 
ger-name recognition. She has said that, after Brexit, she would 
like to stick as closely as she can to these arrangements. 

Denmark has an even more extensive opt-out from justice 
and home-affairs policies than Britain (which carefully retained 
the right to opt back in to those that it liked). This has caused 
many headaches in Copenhagen. Even though Denmark is a 
member of the Schengen border-free zone, for instance, its access 
to the vital Schengen information system is at best indirect. To get 
around such problems, Denmark held a referendum in Decem- 
ber 2015 on whether to end their Europol opt-out, only for Danish 
voters to say no once more. 

Yet it would surely be wrong to allow politics or institution- 
al inertia to interfere with essential co-operation in justice and 
home affairs, international policing or counter-terrorism. The 
United States and Australia have association agreements that al- 
low them to place liaison officers at Europol. But as Camino Mor- 
tera-Marinez of the Centre for European Reform points out, 
non-Evu countries cannot participate in the European Arrest War- 
rant. The European Court of Justice has also in the past stopped 
data-sharing agreements with third countries that do not adhere 
to EU privacy rules. 

There is good reason not to allow non-members full partici- 


pation in the single market, since that could undermine the prin- 
ciple that the economic and trade privileges it confers are contin- 
gent on accepting its rules and obligations. But such quid pro 
quos do not apply to security policy, judicial matters or foreign 
and defence policy. In these areas the more countries that can 
join, the better. That certainly applies to Britain and Denmark. 
This, indeed, was the thinking behind the “pillar structure” 
set up by the 1992 Maastricht treaty, which was an attempt to 
create common foreign and security policies and an area of free- 
dom and justice on an inter-governmental basis, without super- 
vision or interference by the EUu’s institutions. Later treaties 
folded these subjects back into normal Eu rules and practice, al- 
though most policymaking still retains the unanimity require- 
ment. Yet the flexibility of Maastricht could now be reclaimed in 
a different way, by engaging non-members more closely than be- 
fore, without necessarily involving EU institutions or courts. One 
reason for steering clear of them is that there remain plenty of 
qualms about their legitimacy and democratic credentials. m 


Institutions 


Democracy and its 
dilemmas 


The EU’s institutions need reform 


THE EU’S INSTITUTIONS, built up over six decades, are not 

ideally suited to responding flexibly to challenges such as 
the single currency, migration or foreign and security policy. The 
club remains vulnerable to the charges of operating with a 
“democratic deficit” that alienates many voters. 

Start with what is still the central institution, the European 
Commission. Headed by Jean-Claude Juncker, along-time prime 
minister of Luxembourg, it is much more than a civil service; it is 
the guardian of the treaties, the originator of almost all legisla- 
tion and the sole executor of the EU’s budget. By the standards of 
most governments it is also small, employing only around 
33,000 people—about the same as a largish local council in one 
of the member countries (though commission staff command 
much more lavish salaries). 

The Juncker commission has done some good things; in 
particular, it has sharply reduced the volume of regulation it pro- 
poses. Yet it suffers from having too many commissioners (28, 
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Average turnout across the EU in European Parliament elections and 
national turnout in parliamentary elections, % of electorate 
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Voting is the easy part 


one per member country), a defect that has been only partially 
dealt with by the creation of senior vice-presidents and junior 
commissioners. One consequence is that, even more than be- 
fore, the commission is more or less run by Mr Juncker’s power- 
ful cabinet under Martin Selmayr, a German official. The com- 
mission has also allowed itself to be influenced too heavily by 
the European Parliament, the only institution that can dismiss it, 
instead of acting as a balance between the Council of Ministers 
(representing national governments) and the parliament as the 
two co-legislators in the system. 

Commissioners are appointed by their national govern- 
ments, but are subject to confirmation by the European Parlia- 
ment. The commission president is now 
indirectly elected under a process called 
Spitzenkandidaten (tellingly, a German 
word), introduced in 2014. Egged on by 
certain MEPs, the main cross-border polit- 
ical groups designated their preferred can- 
didates for the job ahead of that year’s 
European elections. Most national governments ignored their 
suggestions, but when the centre-right European People’s Party 
(EPP) emerged as the biggest political group, the European Coun- 
cil felt obliged to choose the EpP candidate, Mr Juncker, even 
though Eu heads of government, including Angela Merkel and 
David Cameron, had serious reservations. Leaders dissatisfied 
with the outcome in 2014 say they are determined to ditch the 
Spitzenkandidaten process for the next election in 2019, but they 
may find it hard to puta stop to it. 

By contrast, the innovation of appointing a permanent 
president of the European Council has proved a success. That 
owes something to the job’s first two incumbents, Herman Van 
Rompuy and Donald Tusk, former prime ministers of Belgium 
and Poland respectively. True, the EU now suffers from an infla- 
tion of presidents: of the European Commission, the European 
Council, the (rotating) Council of Ministers, the Eurogroup of fi- 
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nance ministers, the European Central 
Bank and the European Parliament, to 
name but six. But the increasing promi- 
nence of the European Council of heads 
of state and government reflects the reali- 
ty that, when important decisions have to 
be made, it is national governments, not 
EU institutions, that do most of the hard 
bargaining. To some extent power has 
shifted from Brussels to national capitals. 

Or rather (and there lies the rub), to 
one capital. The growing dominance of 
Berlin is a cause of anxiety not just in 
Brussels but in other capitals (including 
Berlin itself). It was perhaps inevitable 
during the euro crisis since Germany is, in 
effect, the system’s paymaster. But the 
habit of letting Germany, and especially 
Mrs Merkel, decide has increasingly taken 
hold across the board. Germans occupy 
many key posts in the commission and 
parliament. Brexit will make matters 
worse, because it will break up the trio of 
Britain, France and Germany that has for 
many years been at the heart of the Euro- 
pean project. That will expose the con- 
trast between French weakness and Ger- 
man strength even more starkly, at an 
awkward political moment. 

Mrs Merkel is widely admired, and 
careful not to seem too dominant. But neither she nor a putative 
Chancellor Schulz can compensate for France’s inadequacies. 
The European project was conceived by French leaders to be 
headed by their country—one reason they tried hard to keep Brit- 
ain out. Now their worst fears of dominance by others are being 
realised, not from across the Channel but from across the Rhine. 

As an international bureaucracy, the EU has spawned 
many other bodies, some of them of dubious value. A number of 
them have been scattered around national capitals as sweeten- 
ers to keep the countries concerned loyal to the project. Perhaps 
the most preposterous pair are the Economic and Social Com- 
mittee, which brings together trade union and civil representa- 


When important decisions have to be made, it is 
national governments, not EU institutions, that do most 
of the hard bargaining 


tives for monthly meetings, and the Committee of the Regions, 
which does the same for regional authorities. Between them 
these two Brussels-based bodies cost over €200m a year to run. 
Hardly anybody, even in Brussels, would notice if they were to 
disappear tomorrow. 


No laughing matter 


That is not true of the EU’s main representative institution, 
the European Parliament. Since direct elections were introduced 
in 1979, its powers have been increased by every treaty, to the 
point where it is now largely a co-equal legislator with the Coun- 
cil of Ministers. At French insistence it still moves pointlessly be- 
tween Brussels and Strasbourg every month, at an annual cost of 
some €114m. Many MEPs are impressively well-qualified and do 
an excellent job, often better than their national counterparts, in 
improving legislation and in questioning commissioners and 
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> the European Central Bank. Moreover, unlike other Eu institu- 
tions, the parliament has room for anti-EU politicians. Nigel Far- 
age, a British MEP and former leader of the Uk Independence 
Party, memorably noted last June that when he arrived he was 
laughed at, but after the Brexit vote “you’re not laughing now.” 
Yet as an institution seeking to bring voters closer to the 
European project, the parliament must still be judged a failure. It 
may frighten the commission, but it does not exert the sort of con- 
trol over governments that national parliaments aspire to. Its link 
to voters is tenuous: turnout in European elections is low and 
falling, and voters tend to decide largely on national not Euro- 
pean issues. Far from acting as a parliament that controls spend- 


behaved more as a lobby group whose main aim seems to be to 
spend more and to augment its own powers. 

One way of remedying this would be to increase the role of 
national parliaments. Many experienced Ev Officials regret the 
switch from a European Parliament made up of nominated na- 
tional mps to a directly elected institution, breaking the link be- 
tween national and Eu-level politics. National politicians in 
many countries remain shamefully ignorant of the EU and its 
rules, and too few MEPS See it as part of their role to help educate 
them. Indeed, many national parliaments have cast doubt on the 
European Parliament’s democratic credentials, as has the Ger- 
man constitutional court. Yet the parliament is hardly likely to 
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ing and curbs the executive, the European Parliament has often 


Who rules the rulers? 


AS THE EUROPEAN project grew from six 
reasonably cohesive members to 28 more 
diverse and less controllable ones, it was 
faced with two big questions. One was what 
to doifa country decided to leave. The 
response of the United States to South 
Carolina’s secession in 1860 seemed exces- 
sive, so instead the treaty was amended to 
include Article 50, which sets out the proce- 
dure for exit. The hope was that it would 
never be used, but now Britain is invoking it. 
Untried though the procedure is, one thing 
seems certain: it will be long-drawn-out and 
painful for everyone. 

The second question was what to doifa 
country started to trample on the democrat- 
ic standards that are a condition of member- 
ship. Europe has had to consider this issue 
before, in 2000, when Austria brought Jorg 
Haider, a far-right politician, into a coalition 
government. The Eu tried to isolate Austria 
by freezing contacts, but when that failed to 
oust Mr Haider it gradually thawed, and has 
since tacitly accepted governments sus- 


Illiberal Orban 


tained by extremist parties. In the 2000s 
several commentators suggested that Italy 
under Silvio Berlusconi would have failed the 
Copenhagen criteria for membership be- 
cause he wielded such enormous power over 
the Italian media, but at the time nothing 
was done about it. 

The underlying difficulty, as David 
McAllister, a German Christian Democratic 
MEP, puts it, is that the EU has a great deal of 
leverage over applicant countries but almost 
none over members. It can suspend voting 
rights under Article 7, which is a sort of 
nuclear option. But whereas a new applicant 
can be restrained if it strays off the demo- 
cratic course, an existing member that flouts 
the rules cannot easily be disciplined. And 
now the EU is unsure what to do about two 
such countries. 

The firstis Hungary, where Viktor 
Orban's Fidesz government, elected bya 
huge majority in 2010, quickly began to 
overturn European norms. Mr Orban, whose 
party had a majority big enough to change 
the constitution at will, interfered with the 
central bank, the constitutional court and 
the media. He even gave a speech in July 
2014 extolling the virtues of an “illiberal 
democracy”. Yet he has been careful not to 
go too far, pulling back from head-on con- 
frontation with Brussels and using his 
party’s membership of the main European 
centre-right grouping, the European Peo- 
ple’s Party, to fend off criticism. 

The Polish government, led by Jaroslaw 
Kaczynski and his Law and Justice (PiS) party 
since late 2015, presents a more serious 
problem. The EU accuses Pis of breaking the 
rules over the constitutional court and the 
appointment of judges. It frets, too, over 
media freedom. Frans Timmermans, a com- 
mission vice-president, has been trying to 
negotiate a solution; Angela Merkel recently 


vote for its own demise. 


Nationalist Kaczynski 


visited Warsaw. Yet the PiS government 
rejects all outside criticism. Konrad Szyman- 
ski, Poland’s Europe minister, says simply 
that the government was democratically 
elected and has the support of voters for 
what itis doing. He adds pointedly that itis 
western, not eastern, Europe that has seen 
the biggest recent upsurge in anti-EU popu- 
list parties. 

Unlike Fideszin Hungary, PiS in Poland 
has a proper opposition, so the next election 
could solve the problem. But unless it does, 
the Poles will continue to be troublesome. 
Piotr Buras of the Warsaw office of the Euro- 
pean Councilon Foreign Relations, a think- 
tank, notes that the government disagrees 
with the EU over the euro, democratic norms 
and even defence and foreign policy. Itis 
almost as negative as pre-Brexit Britain. This 
suggests the EU could do with a new category 
of associate membership, serving as a half- 
way house for applicants not yet ready for full 
membership but also as a naughty step for 
members that backslide too much. 
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Instead, it might be used to help fill the Eu’s famous demo- 
cratic deficit. Most talk of such a deficit is wrong or exaggerated: 
EU lawmaking is in many ways more transparent than national 
lawmaking, and national governments usually have to approve 
EU laws in the Council of Ministers, although they may pretend 
otherwise. The place that may be suffering most from a demo- 
cratic deficit is not the union as a whole but an increasingly inte- 
grated euro zone. As it penetrates more deeply into national fis- 
cal and other domestic policies, the case for a democratically 
elected chamber to keep it in check is becoming stronger. 

One idea would be to reconstitute the European Parliament 
so that it represents only the euro zone. That could become part 
of anew architecture which would also feature a new euro-zone 
finance minister as well as a euro-zone budget that would act, as 
in any federal system, to smooth out differences in economic per- 
formance between the constituent parts. MEPs from non-euro 
countries might revert to being nominated by national parlia- 
ments. That would mean much of the wider EU budget could be 
scrapped; most farm support has been detached from produc- 
tion, so it could be renationalised, and regional spending could 
continue within the euro zone but not in the rest of the union. 
Such innovations would confer greater legitimacy on the Euro- 
pean Parliament and give ita role, but only in the central core, not 
the wider Ev. For countries thinking of joining or quitting the 
euro, a euro-zone parliament might also bring home to them 
how momentous a step that would be. m 


Inner workings 


The European Union's 
main institutions 


European Council 

28 heads of government 
President: Donald Tusk 

Sets the broad political agenda for 


the EU. Meets every few months, 

usually in Brussels. Has a full-time A ke 
president based in Brussels who is appointed by 
the 28 members, for a term of two and a half 
years renewable once 


European Court of Justice 
28 judges 


Upholds the law and rules on EU 
court cases. Judges nominated 
by each member, supported by 
11 advocates-general and a 
further 47 judges in a “general 
court". Based in Luxembourg 


Sets political direction for 


European Commission 

28 commissioners 

President: Jean-Claude Juncker 

The EU's executive arm, based in 

Brussels. Guardian of the treaties and 
proposer of all EU laws. 28 members 
nominate a commissioner each. A president 
is chosen by the European Council 


Economic 
and Social 
Committee 


Upholds 
EU laws 


Advisory bodies 


Committee 
of Regions 


Proposes laws to 


European Parliament 

751 MEPs 

President: Antonio Tajani 

MEPs directly elected from 

each member, roughly in 

accordance with country 

<¢——- | population. Elections held every five 
Approve | years. The parliament's official seat is in 
budget Strasbourg, but committee meetings and 


plenary sessions are also held in Brussels 
| Audited by 


European Court of Auditors 
28 national members 

Audits the accounts and produces 
annual report on the budget. 
Based in Luxembourg 


Council of Ministers 

28 national ministers 

Main legislative and policymaking 
arm. Meets mostly in Brussels in 
different formations (economics 
and finance, internal market, 
foreign affairs etc). It jointly adopts 
laws with the European Parliament 


Pass 
laws 


Eurogroup 

19 finance ministers 

President: Jeroen Dijsselbloem 

A subgroup of the Council of Ministers, 
an unofficial gathering of finance 
ministers from euro-zone members “ 


European Central Bank 


6 executive board members, 19 national central bank governors 
President: Mario Draghi 

Main institution of the euro, based in Frankfurt. Executive board is made up 
of a president, vice-president and four nominated members. The governing 
council, the ECB's policymaking arm, brings together the executive board 
and the governors of the euro-zone members’ national central banks 


Source: The Economist 
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A multi-speed, multi-tier future 


Differentiate or bust 


The EU must embrace greater differentiation or face 
potential disintegration 


IS EUROPE READY to embrace a new model built around 

not sameness but difference? Although the recent commis- 
sion white paper and several national leaders have come out for 
a multi-speed Europe, they really have in mind a way for small 
sroups of countries to go forward in such areas as defence or tax- 
ation, without having to wait for all, using the treaty’s tools that 
allow enhanced co-operation. A true multi-speed, multi-tier Eu- 
rope would be far more ambitious. Yet the troubles of the EU 
may seem to many quite enough to worry about without having 
to rethink the structure of their project. 

That is certainly the message coming from national capitals 
and Brussels. Asked about how euro and non-euro countries 
will co-exist in future, one senior official in Paris notes that, after 
Brexit, nearly 90% of the union’s GpP will be generated by the 
euro zone. Others say all non-members except Denmark will 
join the euro within five years. The rows over asylum-seekers be- 
tween east and west will similarly end, says a Eurocrat in Brus- 
sels, because central Europe gains so much from the Ev. Brexit 
will hurt Britain more than its partners. And ideas for more vari- 
able geometry, such as the “continental partnerships” touted by 
Bruegel, are “suitable for think-tanks”, as another senior official 
(this time in Berlin) puts it, not to be taken seriously. 

Yet this is too complacent. The union will have non-euro as 
well as euro members for years to come. The migration crisis is 
not turning the citizens of central Europe into good Europeans; 
instead, some are attacking the union’s core principles. And al- 
though Brexit does seem likely to damage Britain more than the 
EU, the decision of a majority of voters in a large member coun- 
try to leave is a huge indictment of the whole organisation, grave- 
ly weakening it in the eyes of the world. 


A Europe for all reasons 


A more differentiated Europe, based around the idea of 
variable geometry, a range of speeds or concentric circles, would 
be a good way to ease the tensions and problems that afflict the 
present, overly rigid EU. At the centre would be the 19-member 
euro zone, which will need deeper political and economic inte- 
eration to survive. Next would be full EU members that are notin 
the euro. In principle, it would be helpful if those that find euro 
membership too demanding, or are not prepared to embrace the 
political integration itimplies, were able to migrate into this loos- 
er second grouping without undermining or destroying the sin- 
gle currency. The main candidate for such a move is Greece, but 
there could be others in the future. 

A third tier could then take in countries that do not cur- 
rently want to join the EU but would like to participate as fully as 
possible in the single market. This would entail payments into 
the EU budget and a willingness to abide by almost all of the 
club’s rules, including, in effect, an acceptance of the jurisdiction 
of the European Court of Justice. This group would take in the 
three members of the European Economic Area—Norway, Ice- 
land and Liechtenstein—and, albeit in a slightly looser relation- 
ship, Switzerland. Again, others might aspire to join this group. 

Beyond these three tiers would be a fourth set of countries 


that are unwilling to accept the rules made in Brussels but still >> 
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> want a deep and comprehensive free-trade arrangement with 


the EU. Some of these might also wish to be closely linked, 
through some form of observer or associate status, with the EUin 
foreign and defence policies and in domestic security issues. Brit- 
ain is the most obvious candidate for such a group. But Turkey 
and some western Balkan countries might also be interested, 
and perhaps one day Ukraine, Georgia, Moldova and even Bela- 
rus might be added to the list. This tier, or something like it, might 
also become a home for countries that either choose or are asked 
temporarily to suspend their EU membership. 


Different, not lesser 


Why does the idea of institutionalised variable geometry 
provoke opposition? There are three answers. One is that coun- 
tries in the outer tiers might feel they have been given second- 
class status. Even Britain, a firm believer in variable geometry, 
long fretted over the creation of atwo-speed Europe built around 
the single currency, fearing that the real power and decision- 
making would be exercised by the inner circle. It is notable that 
the euro zone on its own now constitutes the “qualified major- 
ity” needed for the Council of Ministers to approve legislation. 

Denmark, which has long had several opt-outs, has been 
similarly sensitive to being treated as an outsider. In the 1990s Ita- 
ly felt that it needed to be in the euro from the start to avoid rele- 
gation. Greece and, later, several central European countries re- 
peatedly objected to the idea of a two-speed Europe. Jaroslaw 
Kaczynski, the de facto leader of Poland, recently declared that 
this would lead to the “breakdown, in fact the liquidation of the 
European Union in its current sense”. 

Yet such fears seem largely groundless. With variable geo- 
metry already so extensive, the idea of a first, superior class of 
highly integrated members and a second, inferior class of more 
loosely associated ones no longer stacks up. Indeed, some coun- 
tries might be better off standing aside from ventures they are not 
ready for, even if it involves some sacrifice of broader influence. 
Uffe Ellemann-Jensen, a Danish former foreign minister, recalls 
that at the time of Denmark’s Maastricht opt-outs, such thinking 
was captured in the phrase: “To be or not to be, that is the ques- 
tion; to be and notto be, thatis the answer.” 

This leads to the second reason for dismissing the idea, 


Charlemagne had a point 


which is the opposite of the first: 
the fear that, unless everyone is 
prepared to agree on common 
principles and an ultimate goal, 
the club might slowly but surely 
fall apart. That was why purists 
always objected to British and 
Danish opt-outs. After the col- 
lapse of the Soviet Union, appli- 
cant countries from eastern Eu- 
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rope were presented with a 
take-it-or-leave-it choice: if they 
wanted to join the Eu, they 
would have to accept the entire 
acquis communautaire, includ- 
ing commitments to Schengen 
and the euro. 

As Britain negotiates its 
way through Brexit, it is faced 
with the same attitude: any spe- 
cial access to the single market 
or other forms of co-operation 
are out, since they are available 
only in return for taking on all 
the union’s obligations. A multi- 
speed, multi-tier Europe con- 
jures up a vision of the dreaded 
“cherry-picking”, in which 
countries take the benefits of the 
EU without paying the appropri- 
ate price. To concede this, the 
thinking goes, is to risk destroy- 
ing the union. Those who feel this way point out that golf clubs 
do not allow outsiders to change the rules and play whenever 
they choose. Yet this is a false analogy. Most golf clubs have many 
categories of membership, and most allow non-members to 
play at less busy times. 

When the Treaty of Rome was signed 60 years ago and the 
club had only six members, a single class of membership made 
sense. With 28 members, and even with 27, one size is much less 
likely to fit all. It seems probable that the current overlapping 
memberships of the euro, NATO, parts of the single market, 
Schengen and co-operation on domestic security will persist for 
along time, possibly for ever. 

The third argument against variable geometry, again ex- 
pressed by a senior Eurocrat, is that too much variation would 
turn the union into an ineffectual organisation reminiscent of 
the Holy Roman Empire. Yet this analogy does not work either. 
True, the empire was disparaged by one Frenchman, Voltaire, as 
“neither holy, nor Roman, nor an empire”, and later puffed out by 
another, Napoleon. But Charlemagne’s creation proved suffi- 
ciently flexible and decentralised to survive wars, plagues and 
religious upheavals. It repeatedly shed and gained territory, at 
different times taking in chunks of France, the Low Countries 
and northern Italy as well as the core German provinces (but 
never Britain). In so doing, it mostly brought more peace, pros- 
perity, freedom and security to its inhabitants than were enjoyed 
by the rest of Europe—anzd it lasted for1,000 years. 

If it is too early to tell whether the Holy Roman Empire was 
a success, listen to one of Aesop’s fables, dating back 2,500 years. 
It is about a reed growing by a river alongside a mighty oak. The 
oak taunts the reed for being weak and having to bend with ev- 
ery breeze. But one day a great storm blows up and topples the 
oak, whereas the reed remains standing. There may be some- 
thing to be said for flexibility. m 
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Russia in the Middle East 


Desert bear 


MOSCOW 


Russia uses bombs and diplomacy to reassert its global power 


HE black fur hat looked odd on a Liby- 

an warlord. But fur is de rigueur in win- 
tertime Moscow, which has become an es- 
sential stop for Middle Eastern leaders like 
Khalifa Haftar, who visited twice in 2016. 
This month his rival, Fayez al-Sarraj, the 
head of Libya’s UN-backed government in 
Tripoli, dropped by. Jordan’s King Abdul- 
lah, Turkey’s Recep Tayyip Erdogan and Is- 
rael’s Binyamin Netanyahu have all 
stopped at the Kremlin for audiences with 
Vladimir Putin this year. 

The visitors are a sign of Russia’s grow- 
ing activity in the Middle East. “The policy 
is wider than just Syria,” says Andrei Kor- 
tunov of the Russian International Affairs 
Council, a think-tank. Russia’s interests in 
the region include security, arms sales and 
oil. But most important, the Middle East of- 
fers a platform to reinforce Russia’s status 
as a global power. “Those who have strong 
positions there will have strong positions 
in the world,” says Fyodor Lukyanov of the 
Council on Foreign and Defence Policy, a 
government advisory body. 

Serving as a power-broker in Syria has 
helped Russia to cultivate relationships. It 
strives to maintain contacts across the Sun- 
ni-Shia and Israeli-Arab divides. While 
fighting alongside Iran in Syria, Mr Putin 
helped broker an oil-supply pact with Sau- 
di Arabia. He has also developed a rapport 
with Egypt’s Abdel Fattah al-Sisi, repaired 


ties with Turkey’s Recep Tayyip Erdogan 
after the downing of a Russian jet over Syr- 
ia, and maintained friendly links with Isra- 
el’s Mr Netanyahu, even angling fora more 
active role in mediating the Israeli-Palestin- 
ian conflict. “They go out of their way to 
talk with everyone in a way that the Amer- 
icans don’t,” says Mark Katz of George Ma- 
son University. 

Russia has even made minor inroads 
with traditional American allies. The Kurd- 
ish yeG militia, an American-backed 
sroup in Syria, recently said that Russia 
had set up a base to help train its fighters. 
Russia attracted Qatari investment last 
year in Rosneft, a state-owned oil giant, 
and the United Arab Emirates has pledged 
to buy a batch of Sukhoi fighter jets. “Like it 
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| Libyan National Army (Haftar) and local allies 
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or not, now you can’t do without Russia in 
the Middle East,” says a Western diplomat. 

Western governments are especially 
concerned about Libya, where Russia may 
be aiding Mr Haftar, asecular strongmanin 
the mould Mr Putin prefers. American offi- 
cials say Russian special forces have been 
spotted near Sidi Barrani in Egypt, close to 
the Libyan border; Russian officials have 
denied it. Russian military contractors 
have said they are operating in Mr Haftar’s 
territory. Rosneft has signed a memoran- 
dum of co-operation with Libya’s National 
Oil Corporation. 

Russia insists that its engagement with 
Mr Haftar is about dialogue and ultimately 
peace. Mr Haftar’s forces have “major po- 
tential” to influence events, says Andrei 
Baklanov, deputy director of the Associa- 
tion of Russian Diplomats. Yet many West- 
ern officials remain wary. 

Russia’s ability to roam the region 
stems largely from the waning of Ameri- 
can influence. Middle Eastern rulers have 
proved to be open to diversifying their in- 
vestments. “This is a region that knows 
how to play big powers off each other,” 
says Daniel Kurtzer, a former American 
ambassador to both Israel and Egypt. Yet 
Russian aims are limited. Vitaly Naumkin, 
of the Institute of Oriental Studies at the 
Russian Academy of Sciences, says the 
country has “neither the desire nor the re- 
sources” to become a new hegemon in the 
region. As one former Russian ambassador 
says, “We’re realists, we can compare fig- 
ures.” Russia’s economy is one-tenth the 
size of America’s; its defence spending is 
1% of America’s in dollar terms. And in 
contrast to Soviet times, today’s Russia 
does not promote an alternative system of 
governance. Instead, it preaches stability. 
“The Russian position is that preserving >> 


44 Europe 


> what exists is the only way to avoid chaos,” 
says Mr Lukyanov—even if existing leaders 
are “cannibals, murderers or autocrats”. 
Moscow’s fixation with stability stems 
partly from the threat terrorism poses to 
Russia itself. “Russia sees the Middle East 
as rather close,” says Dmitri Trenin, the di- 
rector of the Carnegie Moscow Centre, a 
think-tank. From Sochi, the Russian elite’s 
favoured getaway, to Aleppo is 850km (530 


Spanish art 
Exhibitionism 


MADRID 
The Prado’s renaissance 


T THE turn of this century the Prado, 
Spain’s premier art museum, slum- 

bered in neglect. Limited opening hours 
and an almost complete lack of infor- 
mation aboutits paintings seemed calcu- 
lated to put off visitors. Deliverance came 
with a law in 2003 granting it autonomy 
from the civil service. Before that the 
museum’s staff ran the place in their own 
interest and the director had little power, 
says Eduardo Serra, a former defence 
minister who as chair of the Prado’s 
trustees pushed the law through. To 
implementit he hired Miguel Zugaza, a 
shrewd manager, as director. 

Miguel Falomir, who was appointed 
as Mr Zugaza’s successor on March 215s, 
inherits a Prado thatis flourishing. It 
attracts 3m visitors a year. It has weath- 
ered state funding cuts: about 70% of its 
budget of €45m ($49m) now comes from 
tickets, merchandising, fees from foreign 
exhibitions and sponsorship. Above all, 
the Prado has shed its provincialism. 

“Tt was very introverted,” says Mr 
Falomir, an expert on Titian. It used to 
mount exhibitions only of Spanish paint- 


Groovin’ on Rubens 


miles), roughly the distance between Paris 
and Berlin. Officials say some 9,000 fight- 
ers have left Russia and former Soviet re- 
publics to join Islamic State. 

But it has just as much to do with halt- 
ing what Russia calls the West’s “policy of 
regime change”. When autocrats began 
falling during the Arab spring, Russia’s in- 
terestin the region reawakened from along 
post-Soviet lull. Russian officials viewed 


ing. When it branched out, with shows 
on Rubens and Titian, colleagues across 
Europe and America were sceptical. “Not 
any more,” he adds. Last summer’s block- 
buster exhibition of three-quarters of the 
surviving work of Hieronymus Bosch 
was one that only the Prado, with its large 
Bosch collection, could have organised. 

Mr Falomir still faces challenges. All 
museums must cope with mass tourism. 
In asensible compromise, entrance to the 
Prado is free for the last two hours of each 
day. Those who pay €15 to come earlier 
can contemplate Velazquez’s “Las Meni- 
nas” with fewer jostling tour parties. 
Photographs and selfies are banned. To 
counteract young Spaniards’ declining 
interest in the art of the past, Mr Falomir 
wants to bring in contemporary art in- 
spired by the Prado’s collection. 

As museums become more and more 
alike, the Prado’s collection remains 
unique. Unlike the Louvre or London’s 
National Gallery, it isnot encyclopaedic. 
Its core is the royal collection, which 
reflects the tastes of Spain’s monarchs in 
its Golden Age. That makes it “magnifi- 
cently unbalanced”, says Mr Falomir. No 
other museum can count 200 Goyas, 90 
Rubenses, 40 Titians or most of the sur- 
viving work of Velazquez or Bosch. 

To mark the museum’s bicentenary in 
2019 work will start on an extension 
designed by Norman Foster. It will in- 
clude a restored Hall of the Realms, the 
srandest remnant of the17th-century 
palace that once stood on the Prado’s site. 
Velazquez’s “Surrender of Breda” and his 
five great equestrian portraits will return 
to the Hall, where they originally hung. 
Some 200 paintings currently in storage 
will go to the new space. 

Spain’s national self-confidence was 
shaken by the financial crisis of 2008-09. 
Many new museums around the country 
were revealed to be the unaffordable 
trophies of local politicians. The Prado’s 
lesson for post-crisis Spain is that profes- 
sionalism, entrepreneurial drive and 
internationalisation bring rewards. 
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the protests in the Arab world, “colour rev- 
olutions” in post-Soviet republics and the 
Bolotnaya demonstrations in Moscow 
during 2011-12 as links in the same Ameri- 
can-forged chain. For Mr Putin, the deci- 
sion to intervene in support of Bashar al- 
Assad’s regime in 2015 was meantin part to 
“stop the spread of the virus of the Arab 
spring”, says Mr Trenin, as well as to “re- 
turn to equal relations with the Ameri- 
cans” after the West’s isolation of Russia 
over the crisis in Ukraine. 

A brutal bombing campaign has helped 
achieve just that. But as Russia’s engage- 
ment has deepened, the challenges have 
mounted. Despite successes on the battle- 
field in Syria, “there is no exit in sight”, says 
Alexander Shumilin of Russia’s Institute 
for us and Canada Studies. Israel has be- 
come increasingly concerned about a long- 
term Iranian presence in Syria. Negotia- 
tions over Syria’s political future continue 
to falter, and a massive reconstruction bill 
awaits when the hostilities end. Securing 
the peace, as America has learned, is often 
harder than winning the war. & 


France’s presidential election 


Going his way 


PARIS 
One month out, Emmanuel Macron’s 
chances look better than ever 


BARNACLE has nothing on Francois 

Fillon. Neither scandals nor broken 
promises nor the defection of allies can 
prise the Republican candidate from his 
presidential campaign. Each week brings 
new details of his questionable practices 
as a businessman-politician. Last week a 
court put him under formal investigation 
for steering about €900,000 ($970,000) of 
public funds over 25 years to family mem- 
bers who it seems did little to earn it. Mr Fil- 
lon, despite a solemn vow to quit if this 
happened, decided to hang on. 

In a televised debate on March 20th the 
candidate alluded to having made mis- 
takes. One was surely his failure to declare 
gifts of nearly €50,000 since 2012 in the 
form of finely stitched suits from a Paris tai- 
lor. More damning was the news, leaked 
on March a2ist, that investigators are look- 
ing into allegations of aggravated fraud 
and forgery. Reportedly these concern doc- 
uments signed by Mr Fillon’s wife, Penelo- 
pe, declaring the hours she claims to have 
worked. 

The very next day Le Canard Enchaine, 
an investigative weekly, reported that Mr 
Fillon had been paid $50,000 to lobby fora 
Lebanese billionaire, Fouad Makhzoumi, 
who owns a pipeline-making business. Ac- 
cording to the paper, Mr Fillon arranged a >> 
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> meeting for him with Vladimir Putin in St 
Petersburg in June 2015 (as well as with Pat- 
rick Pouyanné, the boss of Total, a French 
oil company). Even if true, the reports do 
not directly contradict Mr Fillon’s denials 
that he took payments from Russia, but 
they would raise questions over his pro- 
Russian stance in foreign affairs. (In the de- 
bate, Mr Fillon likened Russia’s invasion of 
Crimea to the West’s support for an inde- 
pendent Kosovo.) 

In a sideshow, France’s Socialist interior 
minister, Bruno Le Roux, resigned on 
March 21st after investigators began look- 
ing into his habit of giving his daughters 
well-paid jobs in parliament during their 
school holidays. Mr Fillon has little to fear 
from the Socialists anyway: polls suggest 
that both established parties are crum- 
bling and may not recover. Less than a fifth 
of voters say they support the Republican. 
Even fewer back the official Socialist candi- 
date, Benoit Hamon, in part because a yet 
more left-wing figure, Jean-Luc Mélen- 
chon, is siphoning away his voters. 

Even if Mr Fillon were to consider quit- 
ting, it would be too late for the Republi- 
cans to replace him. Eleven candidates 
have officially declared that they will stand 
in the first round of the election on April 
23rd. Set aside a few obscure anti-capital- 
ists and several self-promoting Gaullists 
and independents, and the race looks ever 
more likely to come down to two anti-es- 
tablishment figures: Emmanuel Macron, a 
liberal ex-Socialist, and Marine Le Pen, the 
leader of the populist, anti-immigrant Na- 
tional Front. 

The obvious beneficiary of Mr Fillon’s 
disastrous campaign is Mr Macron, a for- 
mer economy minister and banker who fa- 
vours free trade and the European Union. 
Polls suggest the 39-year-old is roughly tied 
with Ms Le Pen for the first round, with 
each backed by a quarter of the voters. In 
the run-off, they show Mr Macron would 
beat Ms Le Pen by 20 percentage points or 
more. Yet nothing can be taken for granted. 
Polls can be wrong, or change quickly. Mr 
Fillon’s glimmer of hope is that support for 
Mr Macron, a newcomer to electoral cam- 
paigning, is not solid: some of his backers 
could switch after a blunder, or if his poli- 
cies are seen as too liberal. 

That glimmer is only faint. In the debate 
on March 20th, Mr Macron acquitted him- 
self creditably during more than three 
hours of verbal melee between the five 
main candidates. At times he waffled, 
boasting of his pragmatism while avoiding 
any specific commitments. (Ms Le Pen 
landed a good line, congratulating him for 
speaking for seven minutes without say- 
ing anything.) On foreign affairs and migra- 
tion he referred relentlessly to the need to 
work with the EU, which more French 
view unfavourably than favourably. But 
three snap polls suggested that a plurality 
of the viewers thought Mr Macron had 
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won the debate. Another poll found that 
his supporters had become a bit more sure 
of their choice. 

Mr Macron’s most memorable moment 
was an angry exchange over Muslim inte- 
gration with Ms Le Pen, whom he called a 
threat to national unity. That clash may 
well set the tone for the campaign. The 
front-runners hold contradictory opinions 
on nearly every topic. Mr Macron’s strong 
approval of the EU provoked scorn and 
gurning from the leader of the National 
Front. He in turn ridiculed her praise of 
Britain’s Brexit decision as “formidable”. 

In fact, Mr Macron might do best to at- 
tack Ms Le Pen’s incoherent economic 
plans. Generally a strong speaker, she is 
not fluent when pressed on her mutually 
contradictory goals of boosting public 
spending enormously while trying to 
withdraw from the euro and restructure 
the national debt. Older voters, especially, 
worry that Ms Le Pen is a threat to French 
pensions and prosperity. Assuming Mr 
Macron does not blunder, the election ap- 
pears to be his tolose. @ 


Reverse Balkanisation 


A common market 
of their own 


SARAJEVO 
With EU enlargementin question, the 
western Balkans find a substitute 


O JUDGE by the headlines, things are 

getting pretty hairy in the western Bal- 
kans. Newspapers have been running arti- 
cles arguing that borders should be re- 
drawn. Russia’s foreign ministry has 
accused Western officials of promoting a 
Greater Albania. Montenegro claims that 
Russia was behind an alleged coup at- 
tempt last November aimed at stalling its 
accession to NATO. Serbia has excoriated 
the president of Kosovo for suggesting that 
his demilitarised country might form an 
army, and Macedonia has lashed out 
against Kosovo and Albania for supposed- 
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ly interfering in its domestic affairs. 

Most of these clashes are empty postur- 
ing by leaders who are facing elections or 
other domestic challenges. But they have 
had one real consequence: Western gov- 
ernments have become alarmed enough 
to start paying attention again. Johannes 
Hahn, the European Union’s commission- 
er for enlargement, says that EU govern- 
ments have been pushing him for ideas on 
how to keep the region stable. The result is 
a plan for a western Balkan common mar- 
ket, backed both by local leaders and by 
the Eu itself. 

On March 16th, at a summit in Sarajevo 
with the prime ministers of the six Balkan 
countries that want to join the EU, Mr 
Hahn told them to seize the moment. 
When they meet again in Trieste on July 
12th, he wants them to sign up to a plan for 
a regional common market, with free 
trade, free circulation of labour and capital, 
and regulatory standardisation. 

Serbia and Albania are all for it; indeed, 
their leaders say it was their idea. “Serbia 
would like to play the role Germany plays 
in the EU within this group,” says one dip- 
lomat. Montenegro and Kosovo, however, 
are alarmed. Montenegro is well advanced 
on its path to EU accession, and fears that 
the new plan will only hold it up. 

Mr Hahn says the plan could create up 
to 80,000 jobs. Foreign investors will see a 
market of 20m people rather than six small 
countries. In fact, much of what Mr Hahn 
wants to do is already under way. An in- 
complete free-trade area exists, though in- 
tra-Balkan trade remains feeble. There is a 
western Balkan energy community linked 
to the EU, and a treaty integrating transport 
policy is ready to sign. Work has been done 
on the mutual recognition of professional 
qualifications. The idea now is to pull all 
these initiatives together and fill in the 
gaps. 

The Eu’s governments are busy debat- 
ing what type of union they want after 
Brexit. Goran Svilanovic, the head of the 
Sarajevo-based Regional Cooperation 
Council, to which the six Balkan EU aspi- 
rants belong, says they need to plan, too. 
The EU’s members reaffirmed on March 
9th that they expect the Balkan states to 
join the union eventually, but Mr Svila- 
novic thinks it could be on different terms, 
with new entrants starting out with only 
partial access and acquiring full member- 
ship status gradually. 

In Sarajevo Edi Rama, Albania’s prime 
minister, said he wanted Albanians to be 
able to work freely in the EU now, while his 
government works on the rest of its mem- 
bership criteria. In today’s political cli- 
mate, that is a pipe-dream. But Mr Rama 
may be right that the western Balkan coun- 
tries could sidle into the Eu bit by bit, to 
avoid provoking resistance. In the mean- 
time, acommon market of their own may 
serve as a consolation prize. & 
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Italy, host of the EU’s anniversary party, is the country most likely to bring it down 


HE European Union may be a Franco-German construction, 

but when the project needs a dose of grandiosity it invariably 
turns to Italy. This weekend the leaders of 27 EU countries (all bar 
Britain) will convene in Rome’s glorious Palazzo dei Conserva- 
tori, beneath 17th-century frescoes and flanked by sculptures of 
sundry popes, to proclaim their unity—60 years after their fore- 
fathers signed the Treaty of Rome, the EuU’s founding document, 
in the same room. In today’s fractious union the symbolism 
counts for something, even if the declaration the leaders will is- 
sue is crushingly bland. Yet there will be a note of irony to the pro- 
ceedings, for if you ask officials in Brussels or Berlin which coun- 
try keeps them up at night, the answer is always the same: Italy. 

Very little changes here, sighs a local who emigrated as a child 
and recently returned to Rome. Sadly, that includes the size of the 
economy. The European Commission forecasts Italian growth at 
0.9% this year, the slowest in the euro zone. Since 2008 Italy has 
been in recession as often as not. Real income per head is lower 
than when Italy joined the euro in1999, and could soon be over- 
taken by zippy Spain. Youth unemployment stands at 38%, and 
the employment rate is among the lowest in the OECD. No won- 
der barely half the population of this traditionally pro-European 
country think the euro was a good idea. 

Does this matter? Italy is nothing if not resilient. It has re- 
mained standing through waves of terrorism, epic political scan- 
dals and the long Silvio Berlusconi years. Predictions that mar- 
kets would swoon after a failed constitutional referendum in 
December proved off the mark. Instead Matteo Renzi, the prime 
minister, resigned (though he is plotting his return) and Paolo 
Gentiloni, the mild-mannered foreign minister, glided into place 
at the head of a largely unchanged cabinet. “We have a stable gov- 
ernment with a stable majority,” says Mr Gentiloni. “That is not 
common on our continent.” Italy’s European partners speak 
warmly of the new prime minister, its 43rd since the war. 

But peer ahead and itis not hard to conjure up a plot worthy of 
the most lurid giallo-writer. Italy’s chronically low growth, low 
inflation and gigantic public debt burden (33% of Gpp) make a 
potentially deadly trio. A showdown with the European Com- 
mission over the autumn budget looms. The banks, stuffed with 
bad loans, looka little healthier than six months ago, but still pose 


a headache. Most worryingly, the European Central Bank will 
soon reduce its massive bond-buying programme and could 
phase it out entirely by the end of the year. That could mean Ital- 
ian borrowing costs start to rise just as the country gears up for 
elections early in 2018. (It was rising bond yields, not irate voters, 
that forced out Mr Berlusconi in 2011.) 

Enter the anti-establishment Five Star Movement (m5s). Its 
leader, Beppe Grillo, a bewhiskered comedian, thinks the euro 
has choked Italy’s exporters by blocking devaluation (although It- 
aly’s northern manufacturers have fared well lately) and pledges 
a referendum on membership. This resonates with Italians’ grow- 
ing Euro-fatigue; a new poll puts the M5s five points ahead of Mr 
Gentiloni’s Democratic Party (PD). Mr Grillo has previously ruled 
out working with other parties, such as the populist Northern 
League, which also wants out of the euro. But plenty of observers 
think the M5s would happily ditch that principle if necessary. 

It is this brew of political and financial risk that has outsiders 
sweating. Italy, they say, is too big either to bail—its economy is 7.5 
times the size of Greece’s—or to fail. As the election hoves into 
view, the prospect of an M5s-led government could spook inves- 
tors, and perhaps even putat risk other wobbly euro-zone econo- 
mies, starting with Portugal. Sandro Gozi, the Europe minister, 
says an anti-euro government in Italy would mean the end of the 
single currency. That is why it is common to hear euro-zone off- 
cials say it should never have been allowed in to start with. 

Others reckon Italy will weather this storm, as it has survived 
so many before. Voters’ grumbles about this or that policy, says 
Mr Gentiloni, should not be mistaken for full-blown Euroscepti- 
cism. And should exit from the euro ever become a serious pros- 
pect, the thought of a collapse in euro-denominated asset values 
would concentrate minds. Some disillusioned Pp sympathisers 
mutter that the M5s amateurs may as well be given a chance to 
prove their incompetence. (Virginia Raggi, the young M5s mayor 
of Rome, has made a pig’s ear of the job she won last June.) 


Garibaldi was no economist 

Italy’s problem, as described by an official in Brussels, was not the 
euro but the lira. It yoked together a productive north with the 
sleepy Mezzogiorno. When Italy joined the euro, optimists as- 
sumed that being locked into a currency with Germany would 
discipline it. But the productivity whip failed to crack; wages and 
prices remained too high relative to Germany’s, and in the 2000s 
Italy was woefully unprepared for the rise of competition from 
China. Successive governments failed to tackle structural pro- 
blems, from a sluggish legal system to sky-high hiring costs. 

Credit-rating agencies are frowning upon Italy, as the rest of 
the euro zone starts to pick up speed. But the biggest vote of no 
confidence comes from Italy’s own young people, tens of thou- 
sands of whom leave each year for opportunities abroad. Unde- 
rinvestment in education and R&D make it hard to see where the 
long-term productivity boost Italy so desperately needs will 
come from. Money continues to be showered on the priorities of 
yesterday. And the demographic prospects are dire. 

Mr Gentiloni does not downplay Italy’s problems. Beyond 
banks and migration, one of his priorities is an investment plan 
for Italy’s struggling south. It brings to mind a protocol in the 
Treaty of Rome, covering “particular problems relating to Italy”. 
In 1957 the Eu’s founding members agreed to contribute Euro- 
pean funds to the Italian government’s plans for job creation in 
the Mezzogiorno. After all, nothing changes in Italy. m 
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Parliament under attack 


Acar, a kitchen knife and an Islamist-inspired killer bring chaos to central London 


¢CTT’S a simulation, no?” asked a con- 

fused tourist, as the emergency ser- 
vices hurried into action and a helicopter 
flew low overhead. This time, it was not. At 
2.40pm on March 22nd—the anniversary 
of the terrorist assault on Brussels airport 
last year, which may or may not be a coin- 
cidence—a man using a car as a lethal 
weapon mowed down people on West- 
minster Bridge, crashed into gates outside 
Parliament and used a large kitchen knife 
to murder a policeman before being shot 
dead himself. It was precisely the kind of 
attack that Britain’s security authorities 
have been expecting. It was also the kind 
that is most difficult to prevent. 

Two other people died and around 40 
were injured, seven critically, including 
one woman who fell or jumped from the 
bridge into the River Thames. Among the 
injured was a party of French schoolchil- 
dren and three other police officers. As 
news of the attack spread, Parliament went 
into “lockdown” and the part of London 
that symbolises Britain’s democracy was 
sealed off. 

Later in the day Theresa May con- 
demned the “sick and depraved terrorist 
attack”. The prime minister, who previous- 
ly served as home secretary, declared: “We 
will all move forward together. Never giv- 
ing in to terror. And never allowing the 
voices of hate and evil to drive us apart.” It 


was the deadliest terrorist attack London 
had suffered since the Tube and bus bomb- 
ings of 2005 (see chart). But Parliament re- 
opened the following day. 

As The Economist went to press, some 
details of the investigation into the attack 
had begun to emerge. Although it was a 
“lone wolf” assault of the sort seen several 
times during the past year in France and 
Germany, the British-born killer may have 
had helpers. On March 23rd police an- 
nounced the arrest of eight people after a 


Terror’s toll 


48 What voters want from Brexit 
50 Bagehot: The West Midlands mayor 


series of raids in London and Birmingham. 
What is notin doubt is that the perpetrator 
was inspired by Islamist extremism. 

Although such an attack was anticipat- 
ed—the first response was efficient and 
calm—the grim reality is that it may be the 
precursor to many similar ones. 

Britain’s counter-terrorism police and 
intelligence agencies are among the best in 
the world and have a successful recent re- 
cord. Since the murder of a soldier in east 
London in 2013, they claim to have thwart- 
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> ed 23 terrorist plots. At any time there may 
be up to 500 security-related investiga- 
tions under way. ; 

British security agencies have several Soft options and hard choices 
advantages over their colleagues else- 
where in Europe. They are well funded, 
have state-of-the-art electronic surveil- 


What voters want from Brexit 


As the government prepares to trigger Brexit, voters are torn over its terms 


lance capabilities and have largely ban- HE phoney war that has persisted trade (and thus the merits of the single 
ished the inter-agency rivalries that ham- since the vote for Brexit last June is market). Both groups also like many 
per counter-terrorist efforts elsewhere. almost over. This week Theresa May other good things delivered by the Eu, 
Britain has some of the strictest firearms confirmed that she will send Brussels a such as cleaner sea water and lower 


laws in the world and never joined the _letterinvoking Article 50,thelegalproce- | mobile-phone charges. These views 
Schengen agreement, which allows bor- dure for leaving the European Union, on point towards support fora softer form of 


der-free travel across much of the Euro- March 29th. Yet, rather as with the pho- Brexit. But both Leavers and Remainers 
pean Union. Its security services alsohave ney war, the prime minister’s letter will also favour tougher control on migration 
experience of fighting terrorism in North- beonlytheendofthebeginning.Forthe fromthe EU, which suggests some back- 
ern Ireland—as Britons wereremindedthis invocation of Article50 willopennegoti- ing forthe hard variety. 
week by the death of Martin McGuinness, _ ations that will continue for two years, What is more telling for Mrs May is 
a proponent of terrorism andlaterpeacein and quite possibly longer. what happened when the researchers 
the province (see obituary). Mrs May has said that her prioritiesin asked about the trade-off between these 
But the problems they face now are dif- _ the talks will be to end the free move- different goals. Not surprisingly, Leavers 
ferent. Complex plots thatinvolve detailed |= mentof people between Britain and the were less inclined to accept free move- 
planning, numerous accomplices andthe EU andto escape the jurisdiction of the ment of people in exchange for free trade, 
acquisition of guns or explosives offer | European Court ofJustice. She has also while Remainers were in the opposite 
plenty of opportunities for intelligence accepted that these two demands mean camp. Most Liberal Democrat and La- 
agencies to thwart them. Butthekindofat- —_ that Britain will have to leave the EU’s bour voters said they would accept free 
tack that Islamic State (Is) has become _ single market, a position characterised by movementif that was necessary to se- 
known for in the West is much cruder. manyasa “hard Brexit” that will maxi- cure free trade, while those who backed 
Even if an individual is known to the au- mise the economic damage it causes. To the UK Independence Party disagreed. 
thorities as an extremist who might one _ offset this she wants to preserve, to the But supporters of the ruling Conservative 
day pose a threat, he may slip offthe radar. | maximum extent possible, barrier-free Party were notably torn: 44% would 
The Westminster Bridge attacker had been _access to that market. accept free movement in exchange for 
investigated “some years” ago by the intel- The difficulty of reconciling these free trade, but 55% would not. 
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Award-winning Professor Stuart McNaughton is aan 
teaching schools how to teach. His techniques 
to advance literacy and language development 
allow schools to improve by monitoring their 
own results, and adjusting teaching 
approaches accordingly. 


Stuart’s focus includes how to improve 
digitally-based teaching in low decile school 
clusters and the development of children’s 
literacy in the Cook Islands, Tonga and the 
Solomon Islands. 
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And as part of the Woolf Fisher Research z ie Vee 
Centre at the University of Auckland, ZA 
which he co-founded in 1998, he has 
pioneered school change interventions and 
new scientific approaches to redesigning = =—=-_—-_——___ aR REE ese eeenetesececceencsatezatapecteresmesaseeeeeteereeeena 
schools to be more effective for students 
from diverse communities. The University 
of Auckland is ranked 23rd in the world 


for Education? 


Stuart’s work is influencing educational 
policy and is helping change the futures 
of generations to come. 
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The West Midlands mayoral race presents a choice between two visions of municipal power 


John Lewis 
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66 7 ‘OOD afternoon, madam. Yes, that’s my ugly mug on the 

leaflet! I hope you'll give it a read. May I ask where you 
live?” It is well over a decade since Andy Street quit the sales 
floors of John Lewis for the boardroom, where he steered the ven- 
erable chain of department stores to record profits. But the former 
chief executive hasn’t lost the patter. This much Bagehot discov- 
ered on Erdington High Street as the wiry Conservative candidate 
for the new West Midlands mayoralty scuttled about, buttonhol- 
ing shoppers. “I’m supporting you. I hate these politicians on 
‘Question Time’ [a Tv debate show],” professed Pam Rangely, a 
former Labour Party canvasser who had never voted Tory. “So 
you're switching to the other side?” your columnist asked her. Mr 
Street spun around: “Did you see her face? It fell when you talked 
of ‘the other side’.” The former retail boss does not like to think of 
himself as a party man. 

To tour with Mr Street around the West Midlands metropoli- 
tan region, which includes Birmingham and industrial cities like 
Coventry and Wolverhampton, is to discover how lightly he 
wears his political identity. He considered running as an indepen- 
dent. His banners, website and leaflets are green rather than Tory 
blue (one handout mentions the word “Conservative” twice in 
ten pages). Addressing a crowd at the Prince of Wales pub in left- 
liberal Moseley, he admits: “I have wobbled in my commitment 
to the party,” adding that he identifies most with Michael Hesel- 
tine, the bouffant doyen of centrist Toryism. “You don’t have the 
hair for it!” heckles a drinker. “How is that different from being a 
Blairite in Labour?” hollers another. “It’s a fine line,” Mr Street re- 
plies. “They’re philosophically very similar.” 

Some of this is tactics. Despite Labour’s current woes, it still 
finds big-city Britain friendly territory. Of the three big “metro 
mayoralties” that will spring forth on May 4th (along with three 
smaller ones), only the West Midlands race is truly competitive. 
Even on this patch, Labour had a 9.4-point lead in the 2015 elec- 
tion. Sidn Simon, the party’s candidate, is steeped in the econom- 
ically centrist, ruthlessly tribal culture of Labour’s “West Mid- 
lands mafia”, which includes Tom Watson, the party’s powerful 
deputy leader. At stake is a glittering prize: the second-largest di- 
rect mandate in Britain after the London mayoralty, control of 
transport, skills and housing policies affecting 2.8m people and 


£8bn ($10bn) of new money from the government. To win it, Mr 
Street must tack away from the Tories. 

Yet his vague political identity speaks to something more fun- 
damental, about him and the job. Ideologically, Mr Simon and Mr 
Street mostly see eye to eye. The difference has nothing to do with 
general outlook and everything to do with practice. That makes 
the West Midlands race intriguing—and important. 

Take Mr Simon, a former MP now in the European Parliament. 
He is steeped in his party’s culture and battles. His campaign is all 
about Labour: he is absent in most hustings, has published no 
manifesto with barely a month to go before the vote and seems to 
be cleaving to safe Labour areas. He talks about protecting the 
health service (over which the mayor will have no control) and 
taking on “politicians in London”. Some call this posturing cyni- 
cal, others hard-nosed power politics. 

What the Labour world and realism are to Mr Simon, the busi- 
ness world and idealism are to Mr Street. He brandishes his 48- 
page Renewal Plan at every opportunity, spouts statistics (did you 
know that 60% of the Black Country lives within 1km of a bike- 
friendly tow path?) and demands that the West Midlands be- 
come fiscally self-sufficient, suckling less at Leviathan’s teat and 
paying its own way for once. The house parable in Street-land is 
the successful local campaign, led by a certain former retail boss, 
to persuade HSBC, a global investment bank, to base its consum- 
er-banking operations in Birmingham. 

Convening, arm-twisting, cheerleading: these, to Mr Street, 
are the essence of the job, as opposed to what he calls the “beg- 
ging bowl”, “poor us” approach of Mr Simon. He wants to revive 
the tradition of Joseph Chamberlain, a Victorian mayor of Bir- 
mingham and icon of corporatist municipal success. “He used his 
business experience to ‘improve the lot of the masses’—-though 
I'd never put it like that,” says Mr Street. Such a mayoralty de- 
mands a chief-executive-mayor with a strong personal mandate 
and cross-party reach. Hence Mr Street’s obsession with visibili- 
ty—he hurtles from event to event at a pace Bagehot has not wit- 
nessed before—and with non-partisanship. 


Never knowingly under-polled 

This matters regionally and nationally. Regionally because local 
sovernment in the West Midlands does not have a happy history. 
Once wealthier even than the south-east, this part of England has 
suffered from decades of inept interventions by central govern- 
ment and bickering between local councils. The result is a deeply 
divided region (central Birmingham would pass for Boston, Mas- 
sachusetts, its poorer outskirts for the less fashionable districts of 
Bucharest), and one beset by policy failures: a collapsing care sys- 
tem, growing homelessness, lagging skills. 

And it matters nationally, because this mayoralty may be the 
one that decides the future of devolution in England. In an over- 
centralised, economically polarised country, the emergence of 
powerful elected officials overseeing wide urban regions is the 
best hope of solving crises in living standards, productivity and 
housing. Yet neither Andy Burnham (a gloomy opportunist) in 
Manchester nor Steve Rotheram (a hard lefty) in Liverpool looks 
likely to do that on their patches. Mr Simon is more promising 
than either, but a win for him would nonetheless be a blow to the 
ambition with which the metro mayoralties were created. A vic- 
tory for the dynamic Mr Street would make Birmingham a bea- 
con of municipal assertiveness. So Bagehot urges West Midlan- 
ders: don’t vote Conservative, vote Street. & 
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America and the world 


US v UN 


President Trump seems bent on weakening the global body 


HEN the draft of an executive order 

by Donald Trump saying he would 
cut America’s contribution to the UN by 
40% was leaked in January, alarm bells be- 
gan clanging not just at the organisation’s 
headquarters in New York but in chancer- 
ies all over the world. America pays for a 
good quarter of the body’s costs and even 
more for its 16 peacekeeping missions that 
Strive to mitigate some of the bloodiest 
conflicts on earth. Could he mean what he 
said? On March 16th, when the White 
House unveiled its budget for 2018, the an- 
swer was a defiant yes. The State Depart- 
ment, which channels America’s contribu- 
tions to the UN and its own foreign-aid 
agency, was told to chop $10.1bn from its 
budget, a cut of 28%. 

For sure, this is but the start of months 
of bargaining between the White House 
and Congress. Several prominent Republi- 
cans, as well as an array of Democrats, said 
they would oppose cuts on such a scale. 
Moreover, what was dubbed the “skinny 
budget” was short on detail. Some saw it as 
theatre—“A Budget Blueprint to Make 
America Great Again”, as Mr Trump de- 
scribed it—that was not intended to be en- 
acted as drafted. But even if the cuts were 
to be halved in size during negotiations, 
they would still punch a big hole in the 
UN’s pocket. And no one now bets that Mr 
Trump does not mean what he says about 
pulling back from the world. 


Some programmes are to be protected. 
Security aid to Israel, worth $3.1bn a year, 
will be kept “at an all-time high”. Pledges to 
Gavi, previously known as the Global Alli- 
ance for Vaccines and Immunisation, the 
President’s Emergency Plan for Arps Relief 
(better known as PEPFAR) and anti-malaria 
schemes will be fulfilled. But funds for cli- 
mate-change programmes will cease (see 
next article). And within the State Depart- 
ment’s remit, “the Us would not contribute 
more than 25% for UN peacekeeping costs”. 
At last count, it was paying around 28%. 

It is unclear how America’s foreign 
commitments, particularly to the UN, will 


Uncle Sam hands it out 
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change. Countries’ payments to the organi- 
sation are of two sorts: “assessed contribu- 
tions”, calculated according to GDP, adjust- 
ed every three years and then written in 
stone; and a web of “voluntary” agree- 
ments, negotiated by each country, usually 
yearly, for funding the gamut of UN agen- 
cies, such as the World Food Programme, 
the High Commission for Refugees and the 
UN Children’s Fund. Contributions to the 
general UN budget, which includes the sec- 
retariat in New York and its worldwide of- 
fices (see chart), and a clutch of activities 
under its direct control, are “assessed” by 
formula and compulsorily handed over. 
The assessment for the American con- 
tribution to the UN’s general budget and 
programmes under its umbrella in 2016 
was 22% of their total cost. America would 
breach its treaty obligation to the UN ifit re- 
fused to pay up. A senior official under Ba- 
rack Obama puts the mandatory cost of 
American contributions to international 
organisations (including outside the UN 


arena) in 2015 at more than $4.2bn, and vo- >> 
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> luntary ones at $5-6bn. So even if the State 
Department were to slash non-UN activi- 
ties, by closing embassies, say, it would 
have to pare its voluntary contributions to 
a range of UN agencies to the bone. 

Mr Trump could reduce or end Ameri- 
ca’s contributions to UN peacekeeping mis- 
sions at fairly short notice, though his pro- 
posed overall drop from 28% to 25% would 
let most continue. The five biggest are in 
the Central African Republic, Congo, Mali, 
Sudan’s Darfur region and South Sudan. 
The mandate for the Congo mission comes 
up for renewal next month. “Everything is 
on the table,” says Peter Yeo, a former State 
Department officer who helped negotiate 
America’s payment of arrears when Bill 
Clinton was president and now heads the 
Better World Campaign, which urges 
America to support the UN. “The action,” 
he adds with tentative optimism, “is now 
moving to the Hill,’ where Mr Trump’s 
slash-and-burn proposals may, he hopes, 
be moderated. A more detailed budget is 
not likely for another two months. “So far 
the figures just don’t add up,” says an offi- 
cial at the Bill 8 Melinda Gates Foundation, 
which has distributed nearly $37bn in aid 
since 2000. The idea, popular in Mr 
Trump’s circle, that private charities can fill 
the void is false, she adds, noting that 
many of her foundation’s projects depend 
on partnerships with the state. 

The UN organisations most reliant on 
American generosity are humanitarian, 
such as the food programme (35% paid for 
by America) and the refugee agency (38%), 
which help millions of starving and dis- 
placed people. If these, along with the 
peacekeepers, were to be gutted, the risks 
of famine and war would soar. In the long 
run that might well cost America more, if it 
eventually felt obliged to pick up the 
pieces. Mr Gates argues relentlessly that 
aid and development help Americans by 
enhancing global stability. So, recently, did 
120 generals in a letter to Mr Trump. 


Back in Turtle Bay 

Antonio Guterres, the UN’s secretary-gen- 
eral since the start of the year, has been 
careful not to pick a fight with the Ameri- 
can president. Mr Guterres and the envoys 
of just about all governments represented 
at the UN are pinning some hope on Nikki 
Haley, Mr Trump’s ambassador there. Ac- 
cording to a UN insider, “she has been try- 
ing to reassure everyone in the uN that all 
these statements from the Trump camp are 
just noise.” In the past week that will have 
got much harder. 

Mr Guterres, who has a reputation as a 
consensus-builder, has quietly let it be 
known that he will embark on a cost-cut- 
ting and streamlining campaign of his 
own. Britain, France and America have 
tended to work together in the Security 
Council, often in opposition to the other 
two veto-wielders, China and Russia. Now 


the British and French are hoping desper- 
ately to bind Mr Trump back with them 
into the UN system, fearing he may cosy up 
to Russia’s president, Vladimir Putin, or by 
default let China make the running. 

“That would mark a really dangerous 
shift in power dynamics at the UN,” says 
the former Obama official. “Everything so 
far with this administration has been so 
haphazard. It’s all so hard to predict.” Con- 
gress may persuade Mr Trump to see merit 
in some aspects of the UN. But that, right 
now, seems like a losing battle. m 


Climate finance 


Lean, not green 


What American budget cuts might 
mean for the environment 


THOME and abroad, one clear result of 
Donald Trump’s proposed budget 
would be to push green programmes into 
the red. Between 2010 and 2015 America in- 
creased its climate-related spending in de- 
veloping countries fourfold. It lavished 
$15.6bn on projects for clean energy, better 
land use and infrastructure suited to a 
warming world. Cutting such schemes is 
bad enough. But for America to step down 
as an environmental champion is worse. 
International deal-making will slow with- 
out its clout and diligence, other countries’ 
emission-cutting efforts will shrink, and 
laggards such as Saudi Arabia and Russia 
will see no reason to catch up. 

The proposed budget would eliminate 
money for the Global Climate Change Ini- 
tiative, the federal government’s hub for 
overseas environmental support. It would 
also affect entities such as the Green Cli- 
mate Fund-set up in 2010 as part of an in- 
ternational pledge to transfer $100bn of cli- 
mate cash a year from rich countries to 
poor ones by 2020—and the Climate In- 
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vestment Funds, supported by George W. 
Bush’s administration with $2bn partly to 
boost renewables abroad. Squeezing the 
State Department would mean that devel- 
opment banks, which back green projects 
around the world, could lose $650m. 

International climate funding comes 
from a mix of governments, multilateral 
agencies, banks and development groups. 
The OECD, a group of mostly rich coun- 
tries, estimates that poor countries re- 
ceived $62bn in public and private climate 
finance in 2014, up from $52bn in 2013. But 
domestic spending dwarfs international 
contributions. And some important UN 
initiatives require little to run. 

Take the UN Framework Convention 
on Climate Change, a green treaty adopted 
in 1992, under which the Paris agreement to 
limit global warming to “well below” 2°C 
above pre-industrial temperatures was 
adopted in 2015. America covers about a 
fifth of its administrative budget. It is also 
the world’s largest contributor to the Inter- 
governmental Panel on Climate Change, a 
group of scientists who advise govern- 
ments on global warming. The annual 
sums for such bodies have been small: 
roughly $5.4m and $3.1m respectively. Oth- 
er countries could compensate. 

One contender is China. Co-operation 
between Barack Obama and Xi Jinping 
made the Paris agreement possible. And 
after Mr Obama pledged $3bn for the 
Green Climate Fund in 2014—of which he 
managed to deliver a third before leaving 
office, making America among its largest 
donors—China offered up $3.1bn in climate 
cash. As China, the world’s largest polluter, 
gets richer, itis essential that it plays its part 
in paying for mitigation and adaptation to 
global warming, says Leonardo Martinez- 
Diaz of the World Resources Institute, a glo- 
bal research body. 

Cash once lured developing countries 
to the table at climate talks. That is chang- 
ing, says James Cameron, the chairman of 
the Overseas Development Institute, a Brit- 
ish think-tank. The world is 1°C warmer 
than in pre-industrial times, and countries 
feeling related effects know they need to 
negotiate, with or without additional in- 
centives. Many stand to gain from new 
technological measures; poor countries 
can benefit from others’ green expertise. 

The Paris agreement’s loose structure 
and modest goals mean it should survive 
America’s proposed purse-tightening. Poli- 
cy wonks believe it could also bear Ameri- 
ca’s withdrawal. But such a radical change 
of direction would send a terrible signal. 
The president once called global warming 
a “hoax”, then more recently acknowl- 
edged “some connectivity” between hu- 
man activity and climate change. But the 
budget plans reveal the consistent and 
troubling conclusion of his administration: 
that green programmes are always a waste 
of greenbacks. @ 
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Uber’s future 


Hard driving 


SAN FRANCISCO 


The ride-hailing giant is going through the biggest crisis in its short history 


S A teenager, Travis Kalanick’s first job 
was to knock on strangers’ doors and 
sell them knives. Now he is trying to dodge 
the daggers aimed at him and at Uber, a 
ride-hailing firm that is the world’s most 
valuable startup. On March 19th Jeff Jones, 
the company’s president, stepped down 
after six months, declaring that “the beliefs 
and approach to leadership that have guid- 
ed my career are inconsistent with what I 
saw and experienced at Uber.” At least six 
key executives and high-ranking employ- 
ees have left in the past nine weeks. They 
include Uber’s head of mapping, a former 
head of self-driving car technology, and an 
artificial-intelligence (AI) expert who had 
been putin charge of the firm’s AI research 
lab only three months ago. 

Aggressive and unrelentingly ambi- 
tious, Mr Kalanick built his eight-year-old 
company into America’s largest privately 
owned technology firm by treading on the 
toes of different groups, including tradi- 
tional taxi drivers, other tech companies 
and regulators. He pushed into new mar- 
kets abroad and raised an unprecedented 
amount of capital, to the tune of around 
$12.5bn, including debt. The firm has a val- 
uation of close to $70bn (see chart). 

Yet a remarkable run of bad news for 
Mr Kalanick, combined with some set- 
backs for Uber itself, threatens to halt the 
firm’s momentum. “I have never seen 
someone have such a bad couple of 
months,” commiserates the boss of a large, 


public tech firm. Politics struck first: in Jan- 
uary Mr Kalanick was widely criticised for 
serving on Donald Trump’s business- 
advisory committee and for apparently in- 
tervening in a strike by taxi drivers op- 
posed to Mr Trump’s ban on refugees. A 
campaign, called #DeleteUber, took off, en- 
couraging users to stop using the Uber app. 

Then worries about Uber’s culture 
mounted. A former employee wrote a blog 
post on how Uber’s human-resources de- 
partment failed to act on her sexual-harass- 
ment complaint. Next, an Uber driver 
filmed Mr Kalanick arguing with him 
about fare cuts and uploaded the material, 
including the boss lamenting that “some 
people don’t like to take responsibility for 
their own shit”. The latest embarrassment 
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was the revelation that Uber had secretly 
designed and used a software feature, 
called Greyball, to evade city officials at- 
tempting sting operations to catch Uber 
drivers violating local regulations. 

Two questions face the company. Oneis 
whether Uber will continue prospering 
under Mr Kalanick’s leadership. Silicon 
Valley and its denizens may celebrate his 
type, but his public words and actions 
have made people close to the firm squirm. 
Bill Gurley, a venture capitalist and early 
Uber backer who sits on the board, is help- 
ing direct a search for a chief operating offi- 
cer to keep Mr Kalanick in check and bring 
experience and discipline to the firm. It is 
certainly hard to keep on top of the firm’s 
srowth: last year, its headcount doubled. 

If Mr Gurley and the rest of the board 
cannot find an experienced candidate will- 
ing to work with Mr Kalanick, calls for him 
to step down may grow louder. But that is 
his decision to take. Uberis a prominent ex- 
ample of founders’ power at fast-growing 
tech firms. On its own, Uber’s board does 
not have the clout to change the CEO, be- 
cause of his super-voting shares and those 
of his co-founder, Garrett Camp: together 
they control a majority of the voting stock. 

The second question concerns Uber’s 
longer-term business prospects. One of the 
firm’s early-stage investors says that recent 
events have been a series of “body blows”, 
but he worries that there could be a 
“knockout blow” that would permanently 
damage Uber’s momentum. So far, he says, 
it looks as if Uber is merely bruised. 

From the start of the year to the first 
week in March, Uber’s market share in 
America has fallen from around 80% to 
74%, according to 7Park Data, which tracks 
the industry. Lyft, a smaller ride-hailing 
firm, seems to have been the chief benefi- 
ciary. The dip in market share for Uber 


could reverse, though the firm is unlikely to >» 
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> grow as effortlessly as in the past. There is, 
at least, still plenty of room to expand at 
home. Only around 6% of American mo- 
bile-phone users hail a ride through Uber 
and Lyft once amonth or mote. 

Yet Uber’s enormous valuation also de- 
pends on the firm pulling off a harder task: 
dominating most markets for ride-hailing 
around the world. Fortunately, there is lit- 
tle evidence that Mr Kalanick’s antics have 
dented its prospects outside America. But 
the goal of worldwide dominion remains 
distant, even though no other private tech- 
nology firm has ever spent so much mon- 
ey to gain a global foothold. It is competing 
against a strong competitor, Grab, in South- 
East Asia and was spending billions to 
compete against its Chinese rival, Didi, un- 
til it struck a deal last year to withdraw 
from the country in exchange for a 20% 
stake in that firm. 

Investors particularly want to see the 
ride-hailing giant reach profitability in de- 
veloped markets. Its sales, of around 
$5.5bn in 2016, are growing rapidly, but it 
has to spend a lotin American cities where 
there are rival local firms such as Lyft and 
(smaller) ones such as Juno and Via. For ev- 
ery dollar that Lyft spends in subsidising 
fares, it costs Uber four times the amount to 
hold onto customers and drivers, because 
of its far larger size. Foreign expansion adds 
still more expense, and it is unclear wheth- 
er the competition at home and abroad, 
which hurts Uber’s chance of becoming 
profitable, will ever ease up. 

There are other threats to watch out for. 
Uber’s performance depends on its soft- 
ware working smoothly and not being hit 
by outages, and this could suffer if more ex- 
ecutives on the technical side leave. It may 
also struggle to hire talented engineers dur- 
ing this rough patch. 

Another looming problem is regula- 
tion. Later this year the European Court of 
Justice, the European Union’s highest 
court, will decide on whether Uber is a 
transport company or just a digital service; 
if itis judged to be the former, it will need to 
comply with stricter licensing, insurance 
and safety rules, lifting its costs significant- 
ly in Europe. Last week an American court 
upheld a law from Seattle allowing Uber 
drivers a vote to unionise. Other cities are 
expected to follow suit. A British court will 
soon need to rule on whether Uber has to 
pay value-added tax. 

As for Uber’s race to move away from 
human drivers to autonomous driving, ob- 
stacles lie ahead. In February Waymo, a 
self-driving car unit that is owned by Goo- 
gle’s parent company, sued Uber, claiming 
that former employees of Google had sto- 
len some of Waymo’s proprietary technol- 
ogy when they set up their own autono- 
mous-driving startup, Otto. Last year Uber 
bought Otto, which makes self-driving kit 
for lorries, for around $700m. 

Patent disputes are common in the tech 


industry and can take years to play out, but 
Waymo is being particularly aggressive. It 
has asked a judge to ban Uber’s use of its li- 
dar technology, which uses lasers to scan a 
vehicle’s surroundings and is employed in 
self-driving cars. Uber may settle for a large 
sum, but the affair adds uncertainty. 

Some people close to Uber ask whether 
all the difficulties will force Mr Kalanick, 
who has said he never wants to take the 
firm public, to consider doing just that. It 
will now be far harder to raise money in 
the private markets at Uber’s stratospheric 
valuation. But it is possible to argue the op- 
posite: Mr Kalanick will need the clouds of 
controversy to clear before going public. 

His company’s problems could occur at 
many startups, but the fact that they have 
all struck at once suggests its immaturity 
and a lack of professional management. 
Given the sums at stake and the blow to 
the prestige of many in Silicon Valley if 
Uber failed, there will be no shortage of 
pressure on Mr Kalanick to prove that he is 
the right person to stay at the wheel. @ 


Bottled water 


Liquid gold 


Companies are racing to add value to 
bottled water 


RESENTED in an unusually-shaped 

heavy glass bottle with outsized black 
lettering, it could be a fine vodka. On sale 
for £80 ($99) in Harrods, an upmarket de- 
partment store in London, it has a price tag 
to match. In fact, it is a bottle of water. Har- 
vested directly from Norwegian icebergs 
that are up to 4,000 years old, Svalbardi is 
one of hundreds of water brands that are 
sourced from exotic places and marketed 
as luxury products. 

From the basic to the expensive, the 
market for bottled water is an attractive 
place to be. According to Zenith Global, a 
consulting firm, the global market has 
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grown by 9% annually in recent years and 
is worth $147bn. The main reason is chang- 
ing lifestyles. People are spending more 
time, and eating more of their meals, away 
from home. They are also switching from 
soft drinks and alcohol to healthier fare. 
Data from Beverage Marketing Corpora- 
tion (BMC), another consultancy, show 
that consumption of bottled water over- 
took that of sugary soft drinks in America 
in 2016 (see chart). 

Basic brands, such as Aquafina from 
PepsiCo, compete on price and have slim 
margins. (The cost of the raw material, 
which comes from either natural or munic- 
ipal sources, is next to nothing; the main 
costs are packaging, distribution and mar- 
keting.) At the other end of the scale, con- 
vincing customers to pay a lot should be 
hard when your product doesn’t have a 
distinctive taste and an alternative is freely 
available from the tap in most rich coun- 
tries. But “premiumisation” is working. 
Though still a small part of the American 
market, really high-cost bottled water (sell- 
ing for more than $1.30 a litre) has been one 
of its fastest-growing areas, Says BMC. 

Premium water is hardly a new idea. 
The Perrier brand, which is owned by Nes- 
tlé, a Swiss consumer-goods giant, and 
Evian, owned by Danone, a French one, 
have long emphasised the uniqueness of 
their natural sources to sell water. But the 
newest offerings are promoting a lifestyle. 
Coca-Cola’s premium water brand, which 
is advertised by Jennifer Aniston, is mar- 
keted as “inspirational” water for success- 
ful people. That is also the buzzword for 
PepsiCo’s LIFEWTR, launched in America 
with a 30-second ad during last month’s 
Super Bowl. For the fashion crowd, one 
range of Evian bottles features artwork 
from Christian Lacroix. 

Adding flavour is another way to dress 
up water. Grocery stores stock fruit-fla- 
voured waters and “plant” waters, such as 
coconut, maple or birch. Water that has 
been fortified with vitamins and minerals 
is a hit with exercise junkies. The market is 
small but lucrative: sales of flavoured wa- 
ter amount to only 4% of the volume of 
plain water sold, according to Zenith, but 
bring in15% of the total revenue. 

At the luxury end of the market, water 
has become more like wine, argues Mi- 
chael Mascha, the author of a guide to fine 
water. In expensive restaurants the precise 
origin of water is what matters; many eat- 
eries offer water lists along with the wine 
selection. For power-lunchers in health- 
conscious Los Angeles, says Mr Mascha, 
buying an expensive bottle of water is a 
way to signal status. 

High prices can be controversial, given 
that many people in poor countries have 
limited access to drinking water and envi- 
ronmental worries dog the industry. Tran- 
sporting water from exotic places is costly; 
most plastic bottles languish in landfill >> 
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> sites; and some firms, such as Nestlé, have 
been accused by environmental groups of 
monopolising water sources at the ex- 
pense of local communities, for instance 
during periods of drought in California. 
(Nestlé says it monitors environmental 
conditions around its source springs and 
that it adheres to sustainable practices.) 
Many brands address such concerns 
head-on. Svalbardi water is certified as car- 
bon-neutral, for example; Coca-Cola funds 
drinking-water projects in Africa. 

The thirst for posh water will only 
deepen, predicts Euromonitor, a market-re- 
search firm, as middle-class consumption 
in poorer countries catches up and as West- 
erners continue shunning unhealthy soft 
drinks. If so, the ingenuity seen so far in the 
bottled-water industry may be just a drip 
from the iceberg. & 


The laptop ban 


Holding pattern 


New measures will hit Middle Eastern 
airlines and their passengers 


EW intelligence appears to have 

prompted the decision of the authori- 
ties in both America and Britain to prevent 
the carrying of large electronic devices into 
the passenger cabins of aircraft flying from 
several Middle Eastern and North African 
countries. However, the announcements, 
which both came on March 21st, raise sev- 
eral unanswered questions. Passengers, 
and the affected airlines, may be con- 
cerned that there is an element of politics 
behind the new measure, coming as it does 
in the wake of Donald Trump’s second at- 
tempt to ram through a highly controver- 
sial executive order restricting travel to 
America from some Muslim countries. 

Some speculate that the intelligence 
may have been gathered by a raid carried 
out by American special operations forces 
on al-Qaeda’s affiliate in Yemen, known as 
al-Qaeda in the Arabian Peninsula (AQAP). 
One such raid took place on January 29th 
and lefta Navy SEAL and up to 30 civilians 
dead. Some reports suggested that the 
botched operation yielded no actionable 
intelligence. But administration officials 
maintained that material indicating future 
AQAP targets was seized. 

AQAP has proved itself in the past to be 
technically innovative in finding new 
ways to plant explosives on airliners. There 
is also some evidence thatit is spreading its 
expertise to other terrorist groups in the re- 
gion, such as al-Shabab in Somalia, which 
managed to get an exploding laptop ontoa 
plane leaving Mogadishu in February last 
year. It is possible that information has 


only recently become available about new 
AQAP plans to hide explosives in devices 
such as laptops, tablets and Dvp players. 

One oddity of the new cabin ban is that 
America and Britain do not agree on which 
airports the new measure should apply to. 
The American version affects departing 
flights from Saudi Arabia, Jordan, Kuwait, 
Turkey, Egypt, Morocco, Qatar and the Un- 
ited Arab Emirates (UAE). The British have 
added Tunisia and Lebanon to their list, 
while subtracting Kuwait, Morocco, Qatar 
and the vAE airports. There will be suspi- 
cion that America’s inclusion of the UAE 
and Qatar may not be entirely unconnect- 
ed with complaints from Delta, American 
and United about unfair competition from 
the big Gulf carriers, Emirates, Etihad and 
Qatar Airways. The three have grown rap- 
idly over the past decade by building up 
their local hubs and flying anywhere in the 
world from them. 

Emirates operates 17 daily flights to 1 
American cities, carrying about 7,000 pas- 
sengers. Between them, Qatar and Etihad 
have more than 5,500 daily seats to Ameri- 
ca. A vital part of their model is providing a 
high-quality business-class service. Firms 
pay for their employees to fly business 
class in the expectation that they will get 
some work done. Taking away their pas- 
sengers’ laptops will place the affected air- 
lines at a competitive disadvantage. They 
are already hit by reduced tourism and pas- 
senger traffic due to terrorism fears. 

Economy-class passengers will also suf- 
fer. Airlines increasingly charge passengers 
for baggage they place in the hold. From 
now on, if they fly from any of the listed 
airports, they will have no choice other 
than to pay up. The Gulf hub airports, 
which compete for international transit 
passengers, will lose some of their appeal. 
Passengers in all classes will inevitably 
have more possessions of high value either 
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pilfered or damaged. 

A further concern is whether measures 
against terrorists are being pursued at the 
expense of basic safety. Most of the devices 
now destined for the hold are powered by 
lithium-ion batteries. Safety experts say 
that luggage acts as an insulator, increasing 
the likelihood of a faulty battery bursting 
into flames, igniting other batteries and 
generating explosive hydrogen gas. A self- 
immolating laptop in the cabin can be 
quickly extinguished by the crew. A fire 
that breaks out in the hold is far harder to 
deal with. Passengers will want to know 
whether proper risk analysis was carried 
out before these decisions were made. @ 


Tyre manufacturing 


Puncture repair 


Big tyremakers are regaining grip after 
losing out to Chinese rivals 


ARS can be objects of desire and the 

bonnet badge an indicator of wealth 
and status. Yet the four small patches of 
rubber that do the vital job of attaching 
them to the road stir little emotion. A third 
of drivers cannot name the make of tyre on 
their car. Nor do they know that the domi- 
nant global brands have been fighting a 
losing battle for 15 or so years against Chi- 
nese competitors and now have a chance 
of winning back ground. 

The established tyremakers have ad- 
vantages over the industry they serve. 
They have margins that outstrip even Ger- 
many’s luxury carmakers. Supplying 
manufacturers accounts for only a third of 
revenues of a typical tyre firm and even 
less of the profits. The rest comes from re- 
placing tyres on vehicles on the road, 
which wear out every four years or so. 

The expansion of the global vehicle 
fleet, forecast to grow by around 3.5% a 
year, helps gradually to reduce firms’ de- 
pendence on the cyclical market for new 
cars. Tyremakers also benefit by selling 
most of their wares to thousands of distrib- 
utors. They are fragmented and weak com- 
pared with carmakers, and less inclined to 
drive hard bargains. 

Once, the big tyremakers could divvy 
up this growing pie. In 2000 the top five— 
Bridgestone, Michelin, Continental, Good- 
year and Pirelli—accounted for over two- 
thirds of the market. Their share has since 
deflated to under half (see chart on next 
page) as China’s domestic tyre industry 
grew aS rapidly as its carmakers. Some esti- 
mates reckon there are 250 Chinese family- 
owned or state-run businesses (the biggest 
is Hangzhou Zhongce Rubber). Jean- 
Claude Kihn, Goodyear’s boss for Europe, >> 
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> Middle East and Africa, reckons there 
could be many mote. The lure of a trophy 
asset also tempted ChemChina, a Chinese 
chemicals giant, to acquire Pirelli, the sole 
supplier of tyres to Formula1 motor racing, 
for €7.bn ($7.7bn) in 2015. 

Chinese tyres are cheap but lack the 
performance or longevity of pricier 
brands. But as David Lesne of UBS, a bank, 
points out, distributors had an incentive to 
push them. Though selling for as little as 
half the price of premium tyres, distribu- 
tors made margins of up to 20% (compared 
with as little as 5% for established brands). 

The premium manufacturers have cut 
costs and shifted production to cheaper 
places. Another helpful trend, oddly, is ris- 
ing raw-material prices. After three or four 
years of oversupply of natural rubber and 
low oil prices, the main ingredients of syn- 
thetic rubber, these costs are rising. This 
will cause short-term pain for the big tyre- 
makers. But as these account for 30% of 
costs for big firms and 60% for China’s new- 
comers, the latter will have much less 
scope to avoid putting up prices, eventual- 
ly eroding their price advantage. 

Bigger wheels are also pumping up the 
old guard. Those over17 inches in diameter 
require the premium tyres mostly made by 
established firms. The clamour to drive 
SUvs, which accounted for two-thirds of 
car sales in America in 2016, and a vogue 
for putting larger rims on humdrum cars 
means the appetite for these, which are at 
least twice as profitable as smaller ones, is 
srowing fast. The big tyremakers are mak- 
ing the largest investments in new capacity 
to meet the need. Larger Chinese tyremak- 
ers are also spending to make bigger tyres 
but most of China’s minnows, after years 
of competing furiously on price, have pre- 
cious little spare cash for such investment. 

Tyremaking should also be largely im- 
mune from all the disruption in carmak- 
ing. Electric and autonomous cars, after all, 
will still need tyres. Fleets of robotaxis and 
shared vehicles will favour the established 
firms, says Mr Lesne. Fleet managers tend 
to go for their harder-wearing, safer tyres. 
For big tyremakers the pressure applied by 
Chinese incomers is easing. & 
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Another grilling for Brazil 


SAO PAULO 


A meat scandal damages the country’s two global producers 


VEN amid Brazil’s pungent stew of re- 

cent big corporate scandals, the latest is 
particularly stomach-turning. On Friday 
March 17th, in time for a traditional week- 
end churrasco, or barbecue, the federal po- 
lice accused some of the country’s biggest 
meat producers of bribing health inspec- 
tors to turn a blind eye to grubby practices. 
These include repackaging beef past its 
sell-by date, making turkey ham out of 
soyabeans rather than actual birds and 
overuse of potentially harmful additives. 
The police operation, dubbed Weak Flesh, 
could reduce Brazil’s meat exports, worth 
$13bn a year, and damage its two big global 
meat producers, JBS and BRE. 

Two days later the president, Michel 
Temer, treated 27 diplomats from the coun- 
try’s main export markets to prime Brazil- 
ian cuts at a steakhouse (pictured) in the 
capital, Brasilia. Nevertheless, straight after 
that China, the European Union (Ev), Chile 
and South Korea, which together consume 
a third of Brazilian meat sold abroad, said 
they would ban some or all imports from 
Brazil until it can allay misgivings about its 
inspection regime. The reactions from Chi- 
na and Chile provoked particular anguish. 
Unlike the EU, which has restricted pro- 
ducts only from the 21 plants that are under 
investigation, they have barred all Brazil- 
ian meat from crossing their borders until 
further notice. 

Investor fears of a widespread embargo 
quickly kicked in. By March 20th shares in 
yes, the world’s biggest beef exporter, and 


in BRF, the largest producer of poultry glob- 
ally, had lost a sixth of their market value. 
Like other firms involved in the affair, both 
companies deny wrongdoing. Their share 
prices have since partially recovered, 
helped by South Korea’s subsequent deci- 
sion to liftits ban. Most of the meat-produc- 
tion plants under investigation belong to 
much smaller rivals. Only one of dozens of 
plants owned by BrRF is under suspicion, 
and the sameis true for JBs. Yet the damage 
to the firms’ reputations may take a long 
time to repair. 

The effort is under way: Brazilian au- 
thorities and the country’s butchers are 
rushing to reassure customers at home and 
abroad. The suspected slaughterhouses 
make up a tiny fraction of 5,000-odd such 
establishments in the country, the indus- 
try’s defenders note. Only 33 agriculture- 
ministry officials were fingered by the po- 
lice, out of a bureaucracy of some 11,000. 

In fact, both yBs and BRF have already 
clamped down on over-close relationships 
with officialdom inside their businesses. 
Such steps were judged essential as they 
embarked on successful global expansions 
during the past decade. These days, their 
products must get past keen-eyed foreign 
quality inspectors, their executives say, not 
just Brazilian ones. 

It makes little sense for either company 
to jeopardise hard-won, lucrative foreign 
markets by cutting corners at home. Both 
companies know full well how long it 
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> wake of a scandal; some Europeans are still 
sniffy about British beef 19 years after Brit- 
ain stamped out mad-cow disease. Ameri- 
ca let in Brazilian beef only last year, after 
two decades of talks. 

Nonetheless, the episode will almost 
certainly postpone the impending flota- 
tion of JBs’s international business in New 
York, which was expected to raise 10.5bn 
reais ($3.4bn), and of BRE’s halal arm in 


The construction business 


London, aimed at raising $1.5bn. It may also 
hobble BrF’s return to profit from its first- 
ever annual loss in 2016, caused by weak 
domestic demand and high prices for the 
corn it feeds to poultry. The two giants, as 
well as other Brazilian exporters, may need 
to slash prices or risk losing substantial 
chunks of market share. It is all too easy to 
fall foul of foreign governments’ weak 
stomach for food scares. & 


Profiting from the wall 


NEW YORK 


Construction firms eye up the wall planned for America’s border with Mexico 


EW slogans were chanted with as much 

passion by Donald Trump’s supporters 
in the presidential campaign as “Build that 
wall!”. The construction industry is almost 
as enthusiastic. Last week America’s Cus- 
toms and Border Protection agency (CBP) 
issued two invitations for companies to 
bid to build the wall on the border with 
Mexico, which is expected to cost any- 
where between $12bn and $25bn. The 
deadline for designs falls on March 29th. 
One request is for a solid concrete border 
wall, and the other for a wall using “alter- 
natives” to reinforced solid concrete, sug- 
gesting the government has yet to decide 
what the barrier should be made of. 

More than 700 companies, from big 
general contractors to firms selling materi- 
als to niche providers of lighting and sur- 
veillance systems, have registered to try to 
become suppliers. To the surprise of some, 
about one in ten of the firms bidding are lo- 
cal ones with Hispanic owners, drawn by 
the scale of the earnings on offer. Cemex, a 
Mexican cement giant that has plants on 
both sides of the border, said it would not 
sell cement for the project, though it had 
earlier expressed interest in joining the bid- 
ding. Another, tiny, Mexican firm has of- 
fered lighting. 

Other foreign firms muscling in include 
SA Fence & Gate from South Africa and 
Quickfence from Spain, although they 
may not get far: the government’s tender 
mentions a “Buy American” preference. 
Skanska, a Swedish firm that is one of the 
construction industry’s largest, publicly 
snubbed the project. “We believe in open- 
ness and equality,” declared its chief execu- 
tive, Johan Karlstrom. 

The big American bidders try to down- 
play the politics. Howard Nye, the boss of 
Martin Marietta, a materials giant based in 
North Carolina, says simply that his com- 
pany has “a general interest in large infra- 
structure projects”. Its shares and that of 
other construction firms have risen as a re- 


sult of Mr Trump’s pledge to lavish $1trn on 
infrastructure across the country. Those 
plans may be delayed, but not, it seems, the 
wall. For some smaller bidders, business 
and personal views are aligned. Michael 
McLaughlin of Greenfield Fence, a contrac- 
tor based near San Diego, says the barrier is 
needed to keep “dangerous drug dealers” 
out of the country. 

The general requirement is for a wall 
that is at least 5.5 metres high, preferably 9 
metres, with anti-climb and anti-tunnell- 
ing features, and which—on the American 
side, at least—is “aesthetically pleasing”. 
The few dozen firms that make it to the sec- 
ond round will later present detailed draw- 
ings and technical specifications as well as 
their best price. At the end of the process a 
still unknown number of winners will 
each be awarded a contract with a maxi- 
mum value of $300m. 

The rules of the game clearly favour 
large engineering and construction firms 
such as KBR, which helped build the deten- 
tion camp at Guantanamo Bay and which 
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will probably bid, or Kiewit, from Nebras- 
ka. These companies have the best design 
expertise, top-notch construction-manage- 
ment teams and the ability to strong-arm 
materials suppliers. But smallish players 
could still turn a profit by signing up to be 
subcontractors to bigger, prime contrac- 
tors. Andrew Dorfschmidt of McDirt Exca- 
vation, a family-owned business in South 
Dakota, hopes to sell digging services to 
whichever companies are awarded the 
government contract. 

Other firms are not interested in build- 
ing the wall itself but are looking to sell bor- 
der-wall accessories that are known as 
“tactical infrastructure and technology”. 
These include lighting, standing platforms 
and remote video-surveillance systems. 
One such firm, 2020 Surveillance, assumes 
there will be cameras placed every 60 me- 
tres along the wall. At a licensing fee of a 
few hundred dollars per camera per year it 
would expect to make $10m in revenue ev- 
ery year the wall is in place, if it supplied 
surveillance for the whole length required, 
or about1,000 miles (1,610km). 

Despite the strong expression of inter- 
est from potential bidders, the construc- 
tion schedule could be unpredictable. For 
one thing, company bosses note that the 
wall will run through many parcels of priv- 
ate land. Although eminent-domain laws, 
which force the transfer of private property 
into public hands, may be invoked by the 
sovernment, agreeing on adequate com- 
pensation for evicted landowners often 
becomes a legal headache. 

Receiving payment could also take 
time. Only a small fraction of the estimat- 
ed total cost of building the wall has been 
ring-fenced under Mr Trump’s “skinny” 
budget proposal. Mexico has disobligingly 
ruled out paying for it. Delay may not mat- 
ter to everyone, however. Working on Mr 
Trump’s pet project is probably a good way 
to get a slice of a broader infrastructure 
splurge, if and when it comes. 
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Why shale firms don’t give a frack about financial returns 


NSIDE the boardrooms and bars of Houston, the spiritual capi- 

tal of America’s energy industry, the swagger is back. The oil 
price may only be at $48, or half the level it was three years ago. 
But shale fracking—the business of getting oil and gas out of rocks 
by blasting them with water and sand—is booming once again 
after the crash of 2014-16. Exploration and production (E&P) com- 
panies are about to go on aninvestment spree. Demand is soaring 
for the industry’s raw materials: sand, other people’s money, 
roughnecks and ice-cold beer. 

Shale’s second coming is testament to Texan grit. But the in- 
dustry’s never-say-die spirit may explain why it has done next to 
nothing about its dire finances. The business has burned up cash 
for 34 of the last 40 quarters, according to figures on the top 60 list- 
ed E&P firms collected by Bloomberg, a data provider. With the ex- 
ception of airlines, Chinese state enterprises and Silicon Valley 
unicorns—private firms valued at more than $1bn—shale firms are 
on an unparalleled money-losing streak. About $ubn was 
torched in the latest quarter, as capital expenditures exceeded 
cashflows. The cash-burn rate may well rise again this year. 

Meanwhile, the prospect of rapidly rising production is rat- 
tling global energy markets. In particular it worries OPEC, a cartel 
of producers led by Saudi Arabia that aims to restrain output and 
keep prices stable and fairly high. Khalid al-Falih, Saudi’s energy 
minister, warned of “irrational exuberance” on March 7th during 
an energy-industry conference in Houston. 

When oil prices halved in just 16 weeks starting in late 2014, 
panic hit Texas, followed—for a while—by grim austerity. The 
number of drilling rigs in America dropped by 68% from peak to 
trough. Companies slashed investment. Over 100 firms went 
bankrupt, defaulting on at least $70bn of debt. Shale’s retrench- 
ment helped to stabilise the global oil price. Production in the 
lower 48 states (ie, excluding Alaska and Hawaii), and excluding 
federal waters in the Gulf of Mexico, has dropped by 15% over the 
past 21months, equivalent to1m bpd, or1% of global output. 

The partial recovery in the oil price, which at one point fell as 
low as $26, is only one factor behind renewed enthusiasm for 
shale. Houston’s optimists also argue that the full geological po- 
tential of Texas’s Permian basin has only just become apparent. 
Some experts think it could in time produce more barrels each 
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day than Saudi Arabia does. That has offset gloom about falling 
production from other shale basins, such as the Bakken forma- 
tion in western North Dakota. The industry has also lifted pro- 
ductivity. Drilling is faster, more selective and more accurate, and 
leakage rates are lower. Wells are being designed to penetrate 
multiple layers of oil that are stacked on top of each other. 

But the fact that the industry makes huge accounting losses 
has not changed. It has burned up cash whether the oil price was 
at $100, as in 2014, or at about $50, as it was during the past three 
months. The biggest 60 firms in aggregate have used up $9bn per 
quarter on average for the past five years. As a result the industry 
has barely improved its finances despite raising $70bn of equity 
since 2014. Much of the new money got swallowed up by losses, 
so total debt remains high, at just over $200bn. 

Oil bosses like to show off their newest wells in the Permian 
basin, which, they say, can now make internal rates of return of 
more than 50% over their working lives. But most firms have me- 
diocre wells too, as well as corporate overheads, so their overall 
efficiency improvement has not been great. For the ten largest list- 
ed E&p firms, aggregate cash operating costs per barrel fell by $13 
between 2014 and 2016; not enough to offset a $50 drop in the oil 
price. Because shale-energy fields run out far faster than tradition- 
al ones, firms must reinvest heavily to keep production flat. 

It is instructive to compare shale with another natural-re- 
sources business that has had to cope with a collapse in commod- 
ity prices. In 2016 the mining industry’s biggest companies 
sround out profits, produced cashflow after capital investments 
and made a decent return on capital. Yet despite this unflattering 
contrast, capital investment by American E&P companies will 
probably soar over the next year, by perhaps 50% or more. 

There are two theories for why this is happening. One is that 
the way in which executives are paid, together with lenders’ in- 
centives, means that Houston is always vulnerable to investment 
mania. Not one of the ten biggest E&P firms, for example, puts sig- 
nificant emphasis in its pay scheme on how much return on capi- 
tal it produces. Low interest rates make it easy for shale firms to 
borrow, and fee-hungry banks cheer on the spectacle. But the 
only way that the mania will end well is if oil prices rise sharply, 
bailing out the industry, or if E&P firms are bought by bigger ener- 
gy firms. That is possible, but companies such as Exxon and Shell 
are too seasoned to pay a lot for small, unprofitable firms. 


Houston, we still have a problem 

The second explanation is oil executives’ belief in increased out- 
put from the Permian, and higher productivity. Most E&P firms 
reckon they can expand production at an annual rate of 10-20% 
over the next few years. But to justify their market values, and 
make an adequate return on their cumulative capital invested, 
listed E&P firms would over time need to make about $60bn of 
free cashflow each year. Assuming that both energy prices and 
capital spending stay flat, that would require them roughly to 
double production from current levels. 

The trouble is that this is a circular argument. If achieved 
across the whole shale industry it would mean that output 
would be twice as high as it is now, leading to a 5% increase in glo- 
bal supply, which might in turn lower the oil price. There is some- 
thing heroic—and baffling—about America’s shale firms. They are 
the marginal producerin a cyclical industry, and thatis usually an 
unpleasant place to be. The oil bulls of Houston have yet to prove 
that they can pump oil and create value at the same time. @ 
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China’s economic diplomacy 


Closer to centre-stage 


HONG KONG 


China is increasingly comfortable with the international financial institutions 


HE IMF “systematically impoverishes 

foreigners”, and the World Bank’s ad- 
vice has “negative value to its best clients”. 
These harsh words were voiced not by 
lefty critics of the Washington Consensus, 
but by two men (David Malpass and Adam 
Lerrick, respectively) whom _ Donald 
Trump has picked to lead his Treasury’s 
dealings with the rest of the world, includ- 
ing the international financial institutions 
(IFIS), such as the World Bank and ImF, and 
the G20 group of leading economies. 

Their future boss, Steven Mnuchin, 
America’s treasury secretary, is not much 
more reassuring to the global financial es- 
tablishment. At his first G2o meeting, in 
Baden-Baden in Germany on March 
17th-18th (pictured), he vetoed along-stand- 
ing pledge to “resist all forms of protection- 
ism”. It had often been breached. But hy- 
pocrisy is the tribute vice pays to virtue. 

To veterans of international economic 
affairs, this combative stance is baffling. 
America’s government now seems to dis- 
dain a set of institutions it nurtured into 
life—institutions that are more commonly 
criticised for following America’s will too 
closely. “The United States is just handing 
the leadership over to China of the multi- 
lateral system,” Jeffrey Sachs of Columbia 
University told Bloomberg this week. 

But if there is a vacancy, is China quali- 
fied or even interested in the job? In Janu- 
ary President Xi Jinping seemed to audi- 


tion for the role in a speech praising 
globalisation at the World Economic Fo- 
rum in Davos, Switzerland. As evidence of 
its capabilities, China can also point to a 
hefty portfolio of chequebook diplomacy. 
The China Development Bank, one of its 
policy lenders, already has a bigger book 
of overseas assets than the World Bank. 
Another institution, the Export-Import 
Bank of China, is not far behind. In addi- 
tion, the country’s central bank has extend- 
ed currency-swap lines to over 30 coun- 
tries, including many that America’s 
Federal Reserve would not touch. 

What about its willingness? Most of 
China’s economic diplomacy to date has 
been bilateral, allowing it to win loyalty, re- 
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ward friends and secure contracts for its 
companies. Over 60 countries will, for ex- 
ample, supposedly benefit from Mr Xi’s 
nostalgic vision of a revived Silk Road (the 
“Silk Road Economic Belt and 21st Century 
Maritime Silk Road”, mercifully shortened 
to “One Belt, One Road”, or OBOR). 

As for multilateral efforts, China’s most 
eye-catching initiatives have worked 
around the existing system, not through it. 
It set up two multilateral lenders of its 
own, the New Development Bank (known 
as the BRICS bank, based in Shanghai, with 
financial contributions from Brazil, Russia, 
India and South Africa as well as itself), 
and the Asian Infrastructure Investment 
Bank (aA1rB), in Beijing, which just in- 
creased its membership to 70, including ev- 
ery G7 country except Japan and America. 

So it might seem that China has little in- 
terest in filling any gaps America might 
leave in the old multilateral system. But 
that would ignore another, less heralded 
trend. Overshadowed by its bilateral boon- 
doggles and multilateral innovations, Chi- 
na’s relationship with the incumbent IFIs 
has been warming. It has become more 
“compliant” with G20 commitments, ac- 
cording to the G20 Research Group at the 
University of Toronto (see chart). Its cur- 
rency isnow mote fairly valued and its cur- 
rent-account surplus has narrowed, re- 
moving a bone of contention with the IMF. 

The IMF’s decision in 2015 to include the 
yuan as one of five reserve currencies in its 
Special Drawing Rights basket has also 
helped to rebut the notion that the fund is 
an arm of an American policy of contain- 
ment. Moreover, since China’s ham-fisted 
devaluation earlier that year, it has often 
sought the IMF’s advice on managing the 
transition to amore flexible yuan and com- 
municating its policy to the markets. 
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China is similarly happy to learn what >> 
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> it can from the World Bank, which has ad- 
vised it on everything from managing the 
debt of its provinces to cleaning the air in 
its cities. The bank’s suggestions are not al- 
ways taken. But at least China seems to val- 
ue its advice non-negatively. 

China’s relationship with these institu- 
tions is also becoming more generous. It is 
now the u1th-biggest donor to the Interna- 
tional Development Association (IDA), the 
arm of the World Bank that helps the 
world’s poorest countries. The China De- 
velopment Bank has co-financed several 
World Bank projects in Africa. 

Last autumn, when the IMF was look- 
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ing formoney to help Egypt, it phoned Chi- 
na, which agreed to extend a currency- 
swap line worth 18bn yuan ($2.6bn). The 
call took only five minutes and China’s 
generosity embarrassed the G7_ into 
stumping up some money in addition. 
China had been similarly helpful to the 
IMF bail-out of Ukraine a year earlier. 

The World Bank and the IMF are imper- 
fect vehicles for China’s economic diplo- 
macy. The bank’s capital constraints might 
inhibit a big expansion in its lending and 
China’s voting power and financial stake 
in the IMF will rise only if America per- 
mits. It took Congress six years to approve 


Europeans are borrowing more cheaply than the American government 


MERICA may be the world’s largest 
economy, but these days its govern- 
ment pays more than many others to bor- 
row money. Its ten-year bond yields are 
higher than those in Britain, France, Singa- 
pore and even Italy. 

The gap between American and Ger- 
man ten-year yields has been above two 
percentage points. For much of the past 25 
years, it was very rare for the difference to 
exceed a single percentage point. On occa- 
sions, American yields fell below Ger- 
man levels (see chart). 

Go back a generation and you might 
have expected the country with the high- 
er bond yields to be the one with the 
weaker currency; investors would de- 
mand a higher yield to compensate for 
the risk of future depreciation. But that is 
not the case today. The dollar has been 
strong, relative to the euro, and many peo- 
ple expect it to strengthen further. Indeed, 
the higher yield on American govern- 
ment debt is one reason why investors 
might want to buy the dollar. 

Instead, the gap may reflect differences 
in both monetary and fiscal policy. In 
America the Federal Reserve stopped 
buying Treasury bonds a while ago and 
has raised interest rates three times since 
December 2015; the European Central 
Bank (EcB) is still buying bonds as part of 
its “quantitative easing” programme, and 
pays a negative rate on deposits. The 
Trump administration is committed to tax 
cuts and infrastructure spending that 
would increase the budget deficit and re- 
quire more bond issuance. The euro zone 
has no plans of this sort for fiscal stimulus. 

The present divergence recalls that be- 
tween American and Japanese bond 
yields. The latter have been consistently 
low for much of the past 20 years, as the 
Japanese economy became mired in slow 
erowth and deflation. Perhaps investors 
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expect the euro zone to get stuck in a defla- 
tionary quicksand as the American econ- 
omy returns to more robust growth. 

But that view does not show up in infla- 
tion expectations. An oft-used measure, 
derived from the bond market, is known as 
the “five year/five-year forward rate”. At 
the moment this gauge is showing the mar- 
ket forecast for the average inflation rate in 
2022-27. In America the forecast is around 
2.1%; in the euro zone it is around 17%. Six 
months ago the forecasts were 1.68% and 
1.34%. Both have risen a little, but the gap 
has not widened significantly. 

So more may be going on than simple 
economics. Politics, perhaps. The French 
presidential election is approaching and 
Marine Le Pen, the far-right candidate, has 
talked about redenominating French gov- 
ernment bonds in francs instead of euros. 
That would lead to big losses for interna- 
tional investors. Although few people 
think Ms Le Pen will actually become presi- 
dent, investors have been burned by last 
year’s voting upsets. So there has been a 
tendency to opt for the safest bonds in the 
euro zone—those issued by the German 
government. The spread between French 
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the last reform and it is hard to imagine the 
next round, due in 2019, winning much 
support from Mr Trump. But by adding ex- 
tra dollops of financing to favoured bank 
and fund programmes, China can none- 
theless steer the multilateral system indi- 
rectly, by adding its weight where it sees fit. 

In the long term, if China becomes the 
world’s leading economy, it is conceivable 
it will become the biggest financial contrib- 
utor to the bank and the fund. At that point, 
according to their articles of agreement, 
their headquarters would have to decamp 
to China. All the more reason for the World 
Bank to help Beijing clean its air. ™ 


and German ten-year yields is more than 
double its level on October 28th. 

Another factor may be the actions of 
institutional investors. In a recent speech 
Hyun Song Shin of the Bank for Interna- 
tional Settlements (BIS), an organisation 
of central banks, pointed out that both 
life-insurance companies and pension 
funds tend to have long-dated liabilities, 
ie, claims they must meet over many de- 
cades. They try to match those liabilities 
by buying government bonds. Account- 
ing and regulatory rules often require 
them to use long-dated bond yields to cal- 
culate their liabilities. 

But there is a mismatch: the liabilities 
of these companies and funds tend to be 
longer-dated than the bonds they hold. So 
when long-dated bond yields fall, their fi- 
nancial position deteriorates. That means 
they need to buy more bonds. This drives 
prices up—and yields further down, mak- 
ing the problem even worse. The BIS says 
euro-zone insurance companies account- 
ed for 40% of the net purchases of the re- 
gion’s government’s bonds in 2014. Amer- 
ican pension funds and insurers own 
around $1.7trn of Treasury bonds (out of 
more than $14trn owned by the public), 
but seem to play a less substantial role in 
setting yields than European institutions. 

The trend may change again, of course. 
Kit Juckes of Société Générale, a French 
bank, says the factors that have widened 
the spread between American and Ger- 
man yields may start to dissipate. Political 
worries may subside if Ms Le Pen doesn’t 
win; the ECB may scale back its monetary 
easing; Mr Trump’s stimulus plans may 
be delayed, or watered down. Whatever 
else history teaches us, it does not suggest 
that German ten-year yields of 0.41% will 
turn out to be a bargain. 
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The Bangladesh Bank heist 


Still on the trail 


DHAKA 
The sophistication of last year’s bank 
heist is becoming clear 


YEAR after one of the most spectacular 

robberies of modern times, the au- 
thorities in Bangladesh are still trying to 
crack the case. Hackers into the country’s 
central bank sent instructions through 
SWIFT, a messaging network for cross-bor- 
der payments, to transfer funds from the 
bank’s account with the New York Federal 
Reserve to private accounts in Sri Lanka 
and the Philippines. Much of the stolen 
$101m has yet to be retrieved; the master- 
minds are yet to be identified. But the 
probe reveals the strikingly sophisticated, 
and international, nature of the crime. 

After sifting 60 hard drives and thou- 
sands of pieces of paper, and interviewing 
dozens of people, investigators, talking 
anonymously in Dhaka, say they are confi- 
dent about some details of the heist. They 
believe foreign hackers acted with inside 
help. The attackers’ coding style has raised 
suspicions of involvement by North Korea. 
This week the New York Times reported 
that American federal prosecutors were ex- 
amining this possibility. 

Egregious violations of the bank’s secu- 
rity procedures have also been uncovered. 
On the day of the robbery, its security cam- 
eras were disabled. A number of security 
protocols need to be met before the SWIFT 
system authorises a payment: one step, a 
physical key or dongle, was left plugged in 
for weeks, rather than locked away. Five of 
the hackers’ 70 messages were accepted as 
genuine by the New York Fed. But for basic 
slip-ups (some payment instructions, for 
example, were incomplete) the thieves 
could have made off with $1bn. 

SWIFT has not commented on the in- 
vestigation. Last year Gottfried Leibbrandt, 
its chief executive, took pains to stress that 
it was the bank’s security, and not SWIFT’s, 
that had been compromised. Investigators 
have been silent in public on the role of 
Bangladeshi nationals in the crime. Reluc- 
tance to expose failings at home may help 
explain why their findings have yet to be 
published. The official line is that they do 
not want to jeopardise ongoing inquiries. 

Bangladesh has recovered only $15m of 
the $81m wired to the Philippines. (Pay- 
ments made to Sri Lanka were reversed be- 
fore they could be withdrawn.) The main 
plotters have yet to be traced. Nor is there 
evidence that any money reached North 
Korea. But relations between Bangladesh 
and North Korea have soured: last Augusta 
North Korean diplomat was expelled from 
Dhaka on suspicion of smuggling. 
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Done deals 
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A review of bilateral and regional trade deals will disappoint Donald Trump 


CCORDING to a document crafted by 
the Trump administration, a model 

trade agreement has 24 elements. Second 
on the list is “trade-deficit reduction”, 
giving a hint as to why Mr Trump wants 
to review America’s existing agreements. 
In January Sean Spicer, his press secre- 
tary, said the administration would 
“re-examine all of the current trade 
deals.” A presidential order to do just that 
is reported to be in the offing. 

America boasts 14 bilateral and re- 
gional free-trade agreements (FTAS). Mr 
Trump seems to blame these agreements 
for America’s large trade deficit. Most 
economists disagree, seeing it as reflect- 
ing macroeconomic imbalances. The 
FTAS are in any case with countries repre- 
senting just two-fifths of America’s two- 
way trade in goods, and less than 10% of 
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Whether in connection with the heist 
or not, SWIFT has in effect cut off North Ko- 
rea’s formal ties with the global financial 
system. This month swiFT was obliged to 
exclude three North Korean banks that 
were under United Nations sanctions. On 
March 17th it suspended services for the 
four remaining banks on the system, say- 
ing they no longer complied with its mem- 
bership criteria. Reasons for termination 


its goods-trade deficit (see chart). Most 
(77%) of America’s deficit stems from 
trade with China, the European Union 
and Japan. None has an American FTA. 

A focus on trade deficits means that 
tiddly deals such as those with Jordan 
and Oman will not face much heat. 
NAFTA (an agreement with Mexico and 
Canada), and KORUs (South Korea), will 
face more scrutiny because of chunky 
American deficits with these countries. 
Israel is the next biggest trade-deficit 
offender. But Mr Trump seems unlikely to 
attack that FTA, America’s oldest. 

A review of trade deals is hardly revo- 
lutionary. More recent ones, like KORUS, 
have committees dedicated to monitor- 
ing them. And both the Mexican and the 
Canadian governments have accepted 
that NAFTA should be updated for things 
like e-commerce. They saw the Trans- 
Pacific Partnership, agreed to in 2016 by 
the NAFTA three and nine other Pacific 
Rim countries (and jettisoned by Mr 
Trump), as part of that process. 

Last year geeks at the United States 
International Trade Commission (UsITC) 
published a 373-page, evidence-based 
assessment of America’s trade deals. It 
found that they were positive, but not 
transformative, raising GDP by 0.2% in 
2012 and, in 2014, saving consumers $13bn 
through lower tariffs. Also, the UsITC 
estimates that each of America’s trade 
deals has tended to improve the bilateral 
trade balance. Without NAFTA, the USITC 
estimates that the goods deficits with 
Canada and Mexico would be larger by 
around 3% of total bilateral trade. Trade 
deals tend to slash other countries’ tariffs 
more than American ones. 

So itis unclear how poring over trade 
deals will achieve Mr Trump’s goal of 
squashing the trade deficit. Others have a 
different worry. Trade agreements are 
supposed to be win-win. Concessions 
must be sold domestically. As Michael 
Froman, Barack Obama’s trade repre- 
sentative, notes, “other countries have 
politics, too.” 


include participation in activities that are 
illegal, endanger security or adversely af- 
fect SWIFT’s reputation. 

A speedy resolution to the Bangladesh 
case seems unlikely. Even if it is never 
cracked, it is clear, as Mr Leibbrandt put it, 
that it was a “watershed event” for the 
banking industry: a lesson in the threats 
posed by well-organised cybercriminals, 
which bankers neglect at their peril. m 
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Payments in Europe 


Levelling the paying field 


New European payments regulation has the potential to shake up the banks 


N BRITAIN alone millions of people 

make formal complaints each year about 
their banks. For them, Sebastian Siemiat- 
kowski, founder of Klarna, a Swedish pay- 
ments startup, brings good news. New 
European rules, he says, will open the door 
to a host of innovative services that ana- 
lyse transactions, so “an app could tell you 
there’s a cheaper mortgage available and 
start the switching process for you.” Apps 
could warn account-holders if they spend 
more than a predetermined amount or are 
about to become overdrawn, or even 
nudge them to save more. Customers need 
barely ever interact with their bank. 

To date, despite dire warnings, Euro- 
pean retail banking has been remarkably 
unscathed by technology-driven disrup- 
tion. Customers stay loyal, and banks still 
do the most of the lending. Financial-tech- 
nology (“fintech”) companies are begin- 
ning to mount a challenge, most conspicu- 
ously in the online-payments industry in 
northern Europe: Sofort, iDEAL and other 
fintech firms conduct over half of online 
transactions in Germany and the Nether- 
lands, for example. But their reach is more 
limited elsewhere in Europe. Physical pay- 
ments are still overwhelmingly made with 
cash or bank cards. 

One reason incumbents have proved 
so resilient is that fintech firms lack the cus- 
tomer-transaction information they need 
to provide many financial services. Banks 
can be slow to respond to requests for ac- 


cess to such data, or may block them alto- 
gether for security reasons. It is often either 
cumbersome or insecure for customers to 
share their own information. Banks, on the 
other hand, have easy access to transaction 
data, which they can use to sell their cus- 
tomers other services. 

Regulators, however, are about to trans- 
form the landscape. The Payments Ser- 
vices Directive 2 (PSD2), due to be imple- 
mented by EU members in January 2018, 
aims to kick-start competition while mak- 
ing payments more secure. Provided the 
customer has given explicit consent, banks 
will be forced to share customer-account 
information with licensed financial-ser- 
vices providers. 

This should change the way payment 
services work. They could become more 
integrated into the internet-browsing expe- 
rience—enabling, for example, one-click 
bank transfers, at least for low-value pay- 
ments. Security for payments above €30 
($32) will be tightened up, with customers 
having to provide two pieces of secret in- 
formation (“strong authentication”) to 
wave through a transaction. 

With access to account data, mean- 
while, fintech firms could offer customers 
budgeting advice, or guide them towards 
higher-interest savings accounts or cheap- 
er mortgages. Those with limited credit his- 
tories may find it easier to borrow, too, 
since richer transaction data should mean 
more sophisticated credit checks. 
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None of this is good news for estab- 
lished banks. Profitability is already threat- 
ened by rock-bottom interest rates. Accord- 
ing to Deloitte, a consultancy, banks’ 
lockhold on payments serves as a handy 
source of income, earning European banks 
€128bn in 2015, around a quarter of retail- 
banking revenue. Many see PSD2 aS a 
threat to their business models; they fear 
becoming the “dumb pipes” of the finan- 
cial system. In asurvey conducted last year 
by Strategy&, a unit of Pwc, a professional- 
services firm, 68% of responding banks be- 
lieved that pps2 would leave them in a 
weaker position. The same proportion 
feared that they would lose control of in- 
teractions with customers. 

Perhaps predictably, resistance is mani- 
fested as a concern about data protection: 
more than half of respondents to the pwc 
survey voiced concerns about security and 
liability. Such concerns are legitimate but 
also, argue fintech supporters, offer a con- 
venient excuse for banks to block competi- 
tion. Newcomers will be regulated, after 
all, and will have to convince the authori- 
ties that their data-protection systems are 
robust. As they are also required to be in- 
sured against losses from fraud, they will 
need to convince insurers, too. They will 
not be subject to the same capital and 
stress-testing requirements banks face: but 
nor will they be licensed to undertake the 
riskier business of lending. 

For his part, Klarna’s Mr Siemiatkowski 
thinks psp2 is “perfect on paper”. But he 
worries that, as implementation ap- 
proaches, the rules will be watered down. 
Banks could also interpret them subjec- 
tively: they might delay sharing data or 
make them too confusing to be useful. But 
regulators have already bared their teeth: 
last year German competition authorities, 
citing the changes proposed in psp2, ruled 
that banks were illegally restricting cus- 
tomers’ online-banking activities. 


Hot data 
Banks will have to improve, in other 
words. Several incumbents are already 
adapting to the reality of the fintech chal- 
lenge through partnerships and purchases. 
Santander’s British arm, for instance, has 
teamed up with Kabbage, an American 
startup, to offer small companies working- 
capital loans; BBVA, a Spanish bank, ac- 
quired Holvi, a Finnish startup that helps 
companies track cashflow and invoices. 
Yet for all their complaints, customers 
still trust banks with their money. In Brit- 
ain only 3% of customers move current ac- 
counts each year. Familiarity, huge custom- 
er bases and low funding costs are all 
attributes entrants want to gain by associa- 
tion, just as banks wantto exploit newcom- 
ers’ technology. PSD2 will improve the ser- 
vices available to European bank 
customers. Whether via co-operation or 
confrontation is the question. & 
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Philanthropy 


Give and take 


Donor-advised funds have shaken up giving—and not necessarily for the better 


EFF POWERS was raised as “a good Cath- 
Joie boy”. So when he sold his wall-fas- 

tener business in 2012 for $225m, he 
wanted to give back. And, like many phi- 
lanthropists, he started close to home. He 
donated to the hospital where his son had 
spent months recovering from a car acci- 
dent. He helped pay for a swimming pool 
at his children’s school. Today he supports 
all sorts of causes, from scholarships in 
Florida to soup kitchens in New York. 

The way Mr Powers finances these pro- 
jects would strike old-school charitable 
types as odd. Traditionally, a budding phi- 
lanthropist would either give directly to a 
charity or set up a foundation. But Mr Pow- 
ers uses a donor-advised fund (DAF), a 
type of account held by a non-profit entity, 
in this case Bank of America Charitable 
Gift Fund, an arm of the bank. DAFsare tak- 
ing rootin Britain and Canada, but they are 
primarily an American phenomenon. 

DAFS are way-stations for donor dol- 
lars. Mr Powers deposits some money into 
his DAF and, while he ponders where it 
should go, Bank of America invests it for 
him. At some point he will suggest a bene- 
ficiary and, as long as it is a charity as de- 
fined by the Internal Revenue Service (IRs), 
the bank makes the grant on his behalf. Mr 
Powers is delighted with his DAF, praising 
the convenience and tax advantages. 

Nothing suggests Mr Powers is other 
than one of the many people who use 
DAFS for nobly philanthropic reasons. Yet 
not everybody is happy with these funds. 


...and remember to claim the tax deduction 


A huge surge in their popularity, sparked 
by the entrance of financial firms to the 
market, is upending the philanthropic 
world. Sceptics say it is not clear whether 
DAFs actually increase the amount of 
money that reaches the needy, and that the 
tax breaks associated with them mainly 
benefit the rich. Moreover, opacity leaves 
DAFSs open to abuse. One long-held con- 
cern is that they are used to sidestep rules 
requiring foundations to make annual do- 
nations to charities. Analysis by The Econo- 
mist shows this is indeed happening. 

Their explosive growth is recent, but 
DAFs date from the 1930s. They were first 
used by community foundations to en- 
courage local philanthropy as well as by 
single-issue non-profits, such as museums. 
But it wasn’t until 1969, when new report- 
ing rules took some of the shine off foun- 
dations, that DAFs flourished. In 1991, ap- 
proved by the rrs, Fidelity Charitable, a 
non-profit linked to the mutual-fund 
group, was Set up to offer DAFs to clients, 
becoming the first commercial provider. 

By 2000 many other financial firms 
were peddling such funds, including 
Schwab and Vanguard, both now DAF 
giants. The industry has since ballooned: 
from about 180,000 American DAFs in 
2010 to over 270,000 in 2015, easily out- 
numbering foundations. The assets held in 
DAFs doubled in value in that time, to 
roughly $8obn. Last year Fidelity Charita- 
ble overtook United Way, a traditional 
non-profit organisation, to become Ameri- 


The Economist March 25th 2017 


7 A new breed 


Biggest non-profit organisations in America 
By donations from the public, 2016, $bn 


MS Donor-advised 


fund provider % change on a year earlier 


MMH Othernon-profit 9 1 2 3 4 5 


Fidelity Charitable 20 


United Way 
Feeding America 
Schwab Charitable 
Catholic Charities 


Salvation Army 
Task Force for 
Global Health 
Stanford University 


National Christian 
Foundation 

Silicon Valley 
Community Foundation 


racy 
(o>) 


Vanguard Charitable 


Source: The Chronicle of Philanthropy 


ca’s biggest charity by donations from the 
public (see chart). 

Many providers have seen a further 
surge in donations of late, sparked in part 
by fears that the Trump administration 
may reduce philanthropic tax breaks. Be- 
tween November 2016 and January 2017, 
Schwab saw a 68% increase in inflows 
compared with the same period in the pre- 
vious year. Others also report a big uptick. 

Even if more money is flowing into 
DAFs, it will not necessarily reach the 
needy as soon as it comes out. The Econo- 
mist crunched the latest 12 months-worth 
of available data on the donations made 
by the three biggest DAF providers—the 
year ending June 2016 for Vanguard and 
the year ending June 2015 for Fidelity and 
Schwab (Vanguard and Schwab exclude 
donations under $5,000 from the data). 
Many payments went to worthy causes 
such as Médecins Sans Frontieres and the 
Red Cross. But it is notable that the biggest 
recipient of DAFs’ gifts is none other than 
Fidelity. The third-biggest is the American 
Endowment Foundation, another DAF 
supplier. The providers say this is an innoc- 
uous rejigging of personal finances. But it 
supports the claim that DAFs don’t always 
get dollars to charities that need them. 

DAFs are particularly popular among 
certain religions, though experts are un- 
sure why. The Mormon church is the sec- 
ond-biggest recipient of DAF dollars. The 
American Jewish World Service and the 
Jewish Communal Fund rank highly, too. 
Fidelity allows donations only in multi- 
ples of $5 and $18, the latter being a lucky 
number in Judaism. 

Tax breaks are an important reason 
why philanthropists of all stripes like 
DAFs. In American law donations to chari- 


ties, including DAF-providers, enjoy bigger >> 
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> breaks than those to foundations, because 
the gift is seen as being put to good use im- 
mediately. Moreover, as with giving direct 
to charity, the tax benefits can be bookedin 
the year of the donation, even though the 
ultimate beneficiary may not yet have 
been chosen. In a survey by Fidelity in 
2015, 90% of donors named this as the 
main reason for starting a DAF. 

Another advantage is that commercial 
suppliers of DAFs accept not only cash 
but—unlike most non-profits—illiquid gifts, 
such as art or land. Once a provider re- 
ceives the asset, it will try to sell it and cred- 
it the proceeds to the donor’s DAF. Non- 
publicly traded company shares, which 
have risen in value, are another common 
gift: the tax deduction is taken at the cur- 
rent market value—a benefit not afforded 
gifts to foundations. In 2013 around 28% of 
donations to DAFs were non-cash. 

Moreover, whereas tax laws require 
foundations to give out at least 5% of their 
assets each year, DAFS face no such condi- 
tion. So donors have more time to weigh 
their options. DAFs are easy to use, too. In- 
ternet-banking-style platforms allow 
grants to be made with just a few mouse- 
clicks. Set-up costs are a fraction of those of 
foundations, without the need to hire law- 
yers or fillin reams of paperwork. 

Fans of DAFs argue that this conve- 
nience spurs philanthropy. According to Fi- 
delity, two-thirds of its donors say the vehi- 
cle helps them give more; other comm- 
ercial suppliers cite similar figures. This 
does not show up in the national statistics, 
however. Ray Madoff, a tax expert at Bos- 
ton College, points out that the share of 
money going to charities in America has 
not budged in the past decade, at roughly 
2% of disposable net income (though of 
course, since DAFs still account for less 
than a tenth of total giving, many other fac- 
tors could play a role in this). 

Weighing up the pros and cons is made 
harder by a scarcity of data. Numbers for 
individual accounts are not published—so 
it is impossible to know whether, for in- 
stance, thousands of donors, having col- 
lected their tax benefits, are sitting on their 
assets rather than distributing them. 


Give and you shall receive 

The only publicly available numbers are 
aggregates from DAF providers. These sug- 
gest that each year around 20% of assets 
held by them go to good causes. This is 
much higher than the rate of roughly 7% 
seen at foundations. But this comparison is 
misleading. For one thing, foundations, un- 
like most DAFs, are set up in perpetuity and 
thus tend to ration their grants. For anoth- 
er, DAF payouts are highly uneven: in a giv- 
en year around one-fifth of providers fail to 
make a single grant, and, as noted, some 
outgoings are to other DAFs. Furthermore, 
payout rates—the proportion of total assets 
leaving DAFs—are falling. Fidelity’s annual 


payout rate dropped from 21% to 16% be- 
tween 2008 and 2014, the latest year of 
available data. Those of Schwab and Van- 
guard fell from18% to around 1%. 
Detractors argue that warped incen- 
tives curb giving. Providers profit from hav- 
ing more assets under their management 
and invested in their own funds. They 
therefore stand to gain from dissuading do- 
nors—who have already claimed their tax 
deductions—from making payments out of 
their DAF. And, because the money sitting 
in a DAF grows from the investment in- 
come, donors are further deterred from 
passing it on quickly to a good cause. (To 
their credit, however, the bigger DAF sup- 
pliers do have policies in place to distribute 
at least some of the money in dormant ac- 
counts. If an account at Fidelity has been 
idle for three years, it will give the holder a 
nudge. If the inactivity continues, Fidelity 
starts to make small grants on his behalf.) 
Another concern is that some funds are 
used not to give but to game: for instance, 
to sidestep the 5%-minimum rule on foun- 
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dation payouts. Donors can shift money 
from their foundation to a DAF as a way of 
meeting this threshold without actually 
giving anything to charity. The Economist 
examined grants from a random sample of 
about 4,000 foundations. Some 4o of 
them routed cash to the biggest DAF pro- 
viders, amounting to about1% of the value 
of all their contributions. This may seem 
like a negligible sum, but 11 of the 40 gave 
over 90% of the money they paid out to 
DAF suppliers. This is not illegal, but it does 
appear to flout the spirit of the tax code. 
The 1rS has grown wise to some of the 
problems. A decade ago it was including 
DAFS on its “dirty dozen” list of the most 
worrying tax scams. Another concern was 
self-dealing: in one case in 2006, a Califor- 
nia-based DAF provider had boasted in its 
earlier marketing materials that setting up 
an account could “benefit the donor or the 
donor’s family” and that the donor’s chil- 
dren could be paid or granted fellowships 
direct from a DAF. That same year, DAFS 
were first defined in the tax code. Certain 
ruses, such as using them to buy tickets to 
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charitable events or grant oneself low-cost 
loans, were later prohibited. 

Although such shenanigans are harder 
to pull off, there are still opportunities, 
mainly at smaller DAF-providers, says Rog- 
er Colinvaux of Columbus School of Law. 
A keen fraudster could set up a small non- 
profit, staff it himself, channel money into 
a DAF, claim the tax breaks, redirect the 
money back to the non-profit and draw a 
fat, tax-advantaged salary. 


Charity begins at home 

Another worry is the use of DAFs to cir- 
cumvent the “public-support test”. This 
rule stipulates that a charity typically must 
receive the lion’s share of its revenue from 
the general public. Others are classified as 
foundations. A creative donor could do- 
nate to a charity through numerous DAFs, 
giving the false impression of widespread 
public support. Last year, the IRS an- 
nounced an investigation into this. 

But the agency is stretched for re- 
sources, and experts say it struggles to keep 
on top of trickery. Another worry is the use 
of DAFs to convert illiquid assets, such as 
property or hard-to-price securities, into 
charitable dollars. Some fear the valuation 
system is open to abuse. Donors, who are 
keen to get the best price and maximise tax 
deductions, typically hire a third party to 
do the valuation. Monitoring this process 
is time-consuming and costly, and thus 
rarely carried out. A study by the Treasury 
Inspector General for Tax Administration, 
an American watchdog, looked at a sam- 
ple of non-cash gifts to charities in 2010. It 
found that around 60% of returns did not 
meet reporting requirements and none of 
these had been examined by the Irs. 

Moreover, DAFS are frequently used to 
funnel money to political campaigns and 
lobby groups, rather than what most peo- 
ple would consider good causes. Donors to 
such groups can also exploit the funds’ 
murky nature to hide their identity. One 
study by Robert Brulle of Drexel Universi- 
ty, in Philadelphia, tracked contributions to 
the anti-climate-change lobby in America. 
He found that in 2009 and 2010 about a 
quarter of its backing which could be 
traced came via the Donors Trust, a Virgin- 
ia-based DAF supplier. There is no way of 
telling where this money originated. 

Fans of DAFs argue that such cases are 
exceptions, and that most of their money 
goes to uncontroversial good causes. Many 
give generously and sincerely. But con- 
cerns will linger that DAFs allow the rich to 
reap financial benefits from financing pet 
causes they might well have backed any- 
way—and that more advantages accrue to 
donors than to the causes they are sup- 
posed to be helping. At present, there is 
scant evidence to suggest they fuel an over- 
all rise in giving. Many philanthropists sing 
DAF9’ praises. But that does not prove their 
worth to society asa whole. @ 
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Economic shocks are more likely to be lethal in America 


MERICAN workers without college degrees have suffered fi- 
nancially for decades—as has been known for decades. More 
recent is the discovery that their woes might be deadly. In 2015 
Anne Case and Angus Deaton, two (married) scholars, reported 
that in the 20 years to 1998, the mortality rate of middle-aged 
white Americans fell by about 2% a year. But between 1999 and 
2013, deaths rose. The reversal was all the more striking because, 
in Europe, overall middle-age mortality continued to fall at the 
Same 2% pace. By 2013 middle-aged white Americans were dying 
at twice the rate of similarly aged Swedes of all races (see chart). 
Suicide, drug overdoses and alcohol abuse were to blame. 

Ms Case and Mr Deaton have now updated their work on 
these so-called “deaths of despair”. The results, presented this 
week at the Brookings Institution, a think-tank, are no happier. 
White middle-age mortality continued to rise in 2014 and 2015, 
contributing to a fall in life expectancy among the population asa 
whole. The trend transcends geography. It is found in almost ev- 
ery state, and in both cities and rural areas. The problem seems to 
be getting worse over time. Deaths from drugs, suicide and alco- 
hol have risen in every five-year cohort of whites born since the 
1940s. And in each group, ageing seems to have worse effects. 

You might think that rising mortality is the flipside of falling in- 
comes. Recent trends in median per-person income for house- 
holds headed by white 50- to 54-year-olds mirror their mortality 
rate. Income rises in the 1990s and then falls in the 2000s, ending 
up roughly where it started. But split people out by education, 
and the reflection fades. The income of college graduates has fol- 
lowed a similar pattern (most of the surge in the value of a college 
education happened before 1990). But their mortality has steadi- 
ly fallen. And deaths of despair are much rarer among blacks and 
Hispanics, whose incomes have been on similar paths. 

The authors suspect more amorphous, long-term forces are at 
work. The fundamental cause is still a familiar tale of economic 
malaise: trade and technological progress have snuffed out op- 
portunities for the low-skilled, especially in manufacturing. But 
social changes are also in play. As economic life has become less 
secure, low-skilled white men have tended towards unstable co- 
habiting relationships rather than marriages. They have aban- 
doned traditional communal religion in favour of churches that 
emphasise personal identity. And they have become mote likely 
to stop working, or looking for work, entirely. The breakdown of 
family, community and clear structures of life, in favour of indi- 
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vidual choice, has liberated many but left others who fail blam- 
ing themselves and feeling helpless and desperate. 

Why are whites the worst affected? The authors speculate that 
their misery flows from their crushed aspirations. Blacks and His- 
panics face worse economic circumstances, but may have had 
lower expectations to begin with. Or they may have taken hope 
from progress against discrimination. Low-skilled whites, by con- 
trast, may find many aspects of their lives perennially disappoint- 
ing. That may push them towards depression, drugs and alcohol. 


American exceptionalism 

The theory, however, does not explain why misfortune is so le- 
thal in America. It is hardly the only place where manufacturing 
jobs have disappeared and the social fabric has frayed. In other 
English-speaking countries—Australia, Britain, Canada and Ire- 
land—deaths of despair have risen, but not by as much. More re- 
search is needed to find out precisely what is going on. Butitis not 
hard to see ways in which Americans are particularly vulnerable. 

One example is the easy availability of opioid painkillers. 
Deaths from opioids more than doubled between 2002 and 2015. 
The epidemic is primarily found in North America. Another is ac- 
cess to guns, which are used in around half of suicides. However, 
although both these factors probably increase deaths, they can- 
not fully explain them. Alcohol, which kills many of those who 
despair, is readily available across the West. 

A more likely root cause for despair is the absence of a safety 
net for swathes of Americans, particularly in health care. Before 
Obamacare financed an expansion of Medicaid (government- 
provided health insurance for the poor), few states provided any 
coverage at all for adults without dependent children. (Today, of 
the19 states that did not expand Medicaid, only Wisconsin covers 
any childless adults.) A lack of health insurance has obvious im- 
plications for mortality when illness strikes. But it causes the 
healthy anguish, too. A randomised trial in Oregon found that 
Medicaid reduces depression rates by a third; researchers have 
found more personal financial strain in states that did not expand 
the programme. In other rich countries, people in dire straits need 
not worry about paying for health care. 

Broader social insurance is also lacking. The help available for 
workers who lose their jobs is paltry compared with their life- 
time income losses. As a percentage of Gpp, America spends only 
one-fifth of the average in the OECD, a club of mostly rich coun- 
tries, on training workers. It spends only a quarter of the average 
on financial help for the jobless. Yet Americans do not seem to 
build their own safety nets: 46% say they could not cover an unex- 
pected $400 expense and would have to sell something or bor- 
row to pay for it. A perilous economic existence and a culture 
which almost indiscriminately holds people responsible for their 
circumstances are toxic for mental well-being. 

Life is unlikely to become more secure for the low-skilled. In 
fact, policy may soon make it more perilous. The health-care bill 
that lawmakers were due to vote on as The Economist went to 
press would vastly increase costs for the older, poorer people 
who are suffering the most. One avenue for reducing despair may 
lie in future generations of low-skilled Americans curbing their 
aspirations. Indeed, some of the jobless young already seem con- 
tent to spend much of their leisure time playing video games. But 
America can surely do better than to hope for less hope. m 
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Time’s up 


Scientific journals were once a great idea. Now, though, they are slowing progress. 


But that is about to change 


N JANUARY ist the Bill & Melinda 

Gates Foundation did something that 
may help to change the practice of science. 
It brought into force a policy, foreshad- 
owed two years earlier, that research it sup- 
ports (it is the world’s biggest source of 
charitable money for scientific endeav- 
ours, to the tune of some $4bn a year) 
must, when published, be freely available 
to all. On March 23rd it followed this up by 
announcing that it will pay the cost of put- 
ting such research in one particular reposi- 
tory of freely available papers. 

To a layman, this may sound neither 
controversial nor ground-breaking. But the 
crucial word is “freely”. It means papers re- 
porting Gates-sponsored research cannot 
be charged for. No pay walls. No journal 
subscriptions. That is not a new idea, but 
the foundation’s announcement gives it 
teeth. It means recipients of Gates’ largesse 
can no longer offer their wares to journals 
such as Nature, the New England Journal of 
Medicine or the Proceedings of the National 
Academy of Sciences, since reading the con- 
tents of these publications costs money. 

That will hurt. Publication in such Pre- 
mier-league journals is the stuff careers are 
built on. But it will also hurt the journals 
themselves. Their prestige is based on their 
ability to pick and publish only the best. If 
some work is out of bounds to them, no 
matter how good it is, that will diminish 
their quality. And if other patrons of sci- 


ence follow suit, those journals’ business- 
es could begin to crumble. Moreover, by 
actively directing the beneficiaries of its 
patronage towards the repository in ques- 
tion, set up last year by the Wellcome Trust 
(after Gates, the world’s second-largest 
medical-research charity), the foundation 
is pointing to a specific type of alternative— 
and to a future for scientific publication 
that, ifnot completely journal-free, is likely 
to be at least, “journal-lite”. 


Wellcome to the 21st century 
Periodical journals have been the princi- 
ple means of disseminating science since 
the17th century. The oldest still around, the 
Philosophical Transactions of the Royal Soci- 
ety (pictured above), appeared first in 1665. 
Over the intervening three and a half cen- 
turies journals have established conven- 
tions for publication—such as insisting on 
independent (and usually anonymous) 
peer review of submissions—that are in- 
tended to preserve the integrity of the sci- 
entific process. They have, though, come 
under increasing attackin recent years. 
One criticism, in a world where most 
non-commercial scientific research is 
sponsored by governments, is that there 
should be no further charge for reading the 
results of taxpayer-funded work. Journals, 
in other words, should have no cover or 
subscription price. A second is that the pro- 
cess of getting a paper published takes too 
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long. Months—sometimes years—can pass 
while a hopeful researcher first finds a 
journal willing to publish, and then waits 
for peer review and the negotiation of 
amendments. That keeps others in the field 
in the dark about new results for longer 
than is really necessary, and thus slows 
down the progress of science. Third, 
though this is less easy to prove, many re- 
searchers suspect that anonymous peer re- 
view is sometimes exploited by rivals to 
delay the publication of competitors’ pa- 
pers, or, conversely, that cabals of mates 
scratch each others’ backs, review-wise. 

To these criticisms, another may be 
added, which is not the fault of journals, 
but still needs addressing. This is the un- 
willingness of many researchers to publish 
the data on which their conclusions are 
based. Some journals do insist on full dis- 
closure of data, but not all are so particular. 
And, even then, the data in question will 
not see the light until publication day. 

Partial solutions to some of these pro- 
blems have been tried. The Gates founda- 
tion is experimenting with carrots, as well 
as sticks. It has offered the publishers of 
one top-flight journal, Science, $100,000 to 
make papers published this year about 
Gates-sponsored research free to read from 
the beginning. If this goes well, the experi- 
ment may be extended to other publica- 
tions. Similarly, there is a movement 
among some publishers to make papers 
free to the reader by charging the authors 
(and therefore, ultimately, their patrons) 
for the costs of publication—usually in the 
range of $2,000-$3,000 per paper. But 
many now think these are half-measures, 
and that a real revolution in the idea of sci- 
entific publishing is needed. 

Part of science has already undergone 
such a revolution. Since 1991 physicists 
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> their papers, known as preprints, in an on- 
line repository called arXiv (the “X” repre- 
sents a Greek “chi” rather than a Latin 
“ex”), ArXiv is paid for by Cornell Universi- 
ty Library, the Simons Foundation, a chari- 
ty, and through fees from around 200 
members (mostly universities). Over the 
years the number using it has increased, to 
the point where around 300 preprints are 
deposited every day. 

This sort of “pre-publication” is rapidly 
becoming physics’s method of choice. De- 
positing a paper in arXiv both establishes 
that a researcher has been the first to arrive 
at a discovery and makes that discovery 
available immediately to others. It does 
not provide formal peer review, but phys- 
icists are not shy of criticising the work of 
others, so a lot of informal (and un-anony- 
mous) feedback can accumulate rapidly. 
This potential flak is a deterrent to publish- 
ing half-baked work. Nor does appearing 
in arXiv preclude later publication in a 
journal. The editors of periodicals were 
once sniffy about accepting material previ- 
ously available elsewhere. In physics, they 
can no longer afford this luxury. 

The Gates foundation’s announcement 
is part of an attempt to extend this idea to 
the rest of science, particularly biomedical 
research. Biomedical equivalents of arXiv 
exist, but they are not much used. One of 
the largest, bioRxiv, received around 600 
submissions in February. That is but a fif- 
teenth as many as arXiv, even though 
many more biomedical papers are pub- 
lished per year than physics papers. 

Why biologists have failed to follow 
physicists’ lead is unclear. It may simply be 
a historical accident. ArXiv was started be- 
fore most journals went online, so was ini- 
tially more distinct from such journals 
than online databases are now. By the time 
biologists, less computer-literate as a clan 
than physicists, caught up with the idea, 
the online-offline distinction had blurred, 
and the journals saw online repositories as 
rivals. But whatever the cause, the result 
was Clear: an unwillingness by non-phys- 
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Various ways of assessing the importance of scientific work 


NE role academic journals have 

come to play that was not, as it were, 
part of their original job-description of 
disseminating scientific results (see previ- 
ous piece), is as indicators of a research- 
er’s prowess, and thus determinants of 
academic careers. Publication in a top- 
notch title such as Nature or Science is an 
adornment to a scientist’s Cv that is 
unlikely to be overlooked by an appoint- 
ment committee. Using such publica- 
tions as endorsements is, though, neces- 
sarily arule of thumb. A paper’s true 
quality is better revealed by the number 
of times it is cited elsewhere (ideally, in 
papers other than those written by the 
original’s authors). But citations take time 
to accumulate. Other, faster means of 
assessment would be welcome. 

That has led to the development of 
alternative metrics, or “altmetrics”. These 
extend the concept of citation beyond 
references in other scientific papers—by 
recording, for example, how often a 
paper is downloaded, or when the out- 
come of a clinical trial is used to develop 
guidelines for doctors, orif a piece of 
work is included in a course curriculum. 

Altmetric.com, based in London, was 
one of the first companies to work in this 
area. It has, since 2011, tracked mentions 
of published papers in sources ranging 
from social media and Wikipedia to 
policy documents published by govern- 
ment departments. A rival firm, Plum 
Analytics, in Philadelphia, tracks men- 


icists to embrace preprints. 

The time, however, seems ripe to 
change that. Though its absolute numbers 
are still low, the use of bioRxiv is growing 
fast (see chart). And it is not just outside 
nudges that are bringing this sort of thing 
about. In February, for example, ASAPbio, 
a group of biologists who are trying to pro- 
mote the use of preprints, began looking 
for bidders to create a website which will 
index all life-science preprints published 
in public repositories. 

Outside nudges do help, though. It will 
not harm AsaApbio’s chances of success 
that its plan has the backing of America’s 
National Institutes of Health, the country’s 
main source of taxpayer finance for medi- 
cal research. And other philanthropic orga- 
nisations besides the Gates foundation are 
also pushing in the same direction. The 
Wellcome Trust’s creation of the repository 
Gates has just joined is one example. An- 
other is the Chan Zuckerberg Biohub in 
San Francisco, brainchild of Mark Zucker- 


tions, downloads, clicks and the like of 
everything from preprints (papers that 
have been made publicly available, but 
are not yet formally published) and sets 
of raw data to non-commercial computer 
programs which investigators have writ- 
ten to assist their own endeavours. 

Using altmetrics should thus indicate 
the importance of a wider range of re- 
search-related activities than citations 
manage, and do so faster. Plum Analytics 
was bought in February by Elsevier, one 
of the world’s largest scientific publish- 
ers, Suggesting that altmetrics may be 
profitable as well as useful. 

Meta, based in Toronto, takes another 
tack. It hopes, by bending artificial in- 
telligence to the task, to identify impor- 
tant papers from the 2m or so produced 
every year. The firm’s computers have 
attempted to recognise features of widely 
cited papers that contributed to their 
success. Sam Molyneux, Meta’s boss, 
claims that as a result the firm’s software 
can now predict the impact of newly 
published work. 

Meta, too, was bought earlier this 
year—in its case by the Chan Zuckerberg 
Initiative, a company started by Mark 
Zuckerberg, a founder of Facebook, and 
his wife Priscilla Chan, that is being run 
as a philanthropic operation. Mr Moly- 
neux says he hopes, within the next two 
months, to make Meta’s tools available 
without charge to any scientist who 
wishes to use them. 


berg, a founder of Facebook, and his wife, 
Priscilla Chan. In February the Biohub an- 
nounced it would disburse $50m to 47 lo- 
cal scientists on condition they made their 
work available as preprints. 

There is even room for commerce in this 
brave, new world. The Wellcome-Gates re- 
pository is actually run by a firm called 
F1000, that also has its own preprint repos- 
itory, FioooResearch. This operates in a 
slightly different way from arXiv and its 
imitators in that its does include a formal 
process of peer review. F1000’s review pro- 
cess involves named rather than anony- 
mous reviewers, which many regard as a 
strength. But who those reviewers should 
be is suggested by a submitted paper’s au- 
thors, which carries obvious risks of par- 
tiality. Revenue comes from a fee of up to 
$1,000 that authors pay on submission. 

The wider use of preprints might also 
help reduce the problem of pre-publica- 
tion data-hoarding. Once a preprint is pub- 
lished, its authors need not fear that others >» 
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> will take credit for their work. And it is be- 
coming easier to make data available in a 
way that lets the originator retain control 
and garner credit. Sites such as Figshare let 
researchers assign a unique alphanumeric 
code (called a Digital Object Identifier) to 
data sets, figures, video and so on, mean- 
ing their origins are clear. 

None of this necessarily means that 
non-physicists will eschew journals and 
rush to publish their work in open reposi- 
tories. Over time, though, more may come 
to see the advantages of doing so. As more 
researchers submit preprints and make 
their data available to others, they may 
find the comments they receive regarding 
their work helpful. Even the kudos of pub- 
lication in the premier journals may slow- 
ly fade in the face of data about a piece of 
work’s actual, rather than potential, im- 
pact (see box on previous page). Having 
survived three and a half centuries, scien- 
tific journals will no doubt be around fora 
long time yet. With luck, though, they will 
return to being science’s servants, rather 
than its ringmasters. & 


Geology 


The devils and the 
details 


Powerful whirlwinds explain a strange 
feature of the Atacama desert 


HE Salar de Gorbea, at the southern 
end of the Atacama desert, in Chile, is 
one of the most hostile places on Earth. It 
receives virtually no rainfall and the little 
water it does host is contained in ponds 
both acidic and salty. It therefore has no ve- 
getation. It is, though, the site of some of 
the most extraordinary dunes on Earth. 
Most dunes are made of sand: grains of 
silica that are 2mm across, or less. There are 
exceptions. The White Sands National 
Monument in New Mexico, for example, is 
so called because the ingredients of its 
dunes are sand-grain-sized crystals of gyp- 
sum. But this exception proves the rule, be- 
cause the point about a dune is that it is 
created by the wind, and when it comes to 
minerals, the wind can generally pick up 
and move around only sand-sized objects. 
The dunes of Salar de Gorbea, however, 
are an exception that proves no rule at all. 
They, too, are white, because they are also 
made of gypsum. But the gypsum in ques- 
tion includes crystals more than 20cm 
long. How such dunes could form by wind 
action has long been a mystery. Kathleen 
Benison, of West Virginia University, 
thinks, however, that she has solved it. 
Gypsum is a form of calcium sulphate 
created by the evaporation of water laden 
with that substance. Dr Benison knew that 


gypsum crystals of the size found in Salar 
de Gorbea’s dunes form in ponds 5km 
from those dunes. She thus suspected that 
these ponds are the source of the dunes’ 
crystals. This suspicion was reinforced, she 
explains in a paper just published in Geolo- 
gy, when she compared the internal bands 
marking stages of the growth of crystals 
from the dunes with those of crystals from 
the ponds. They appeared identical. That 
suggested crystals are somehow being 
transported from the ponds to the dunes. 

She was able to rule out one mecha- 
nism for such transport—that the crystals 
had been moved by _ long-vanished 
streams or rivers—for several reasons. First, 
the Atacama is believed to have been too 
dry for streams to form for millions of 
years. Second, gypsum dissolves in water 
(this is, indeed, the reason dunes made of it 
are rare, for most deserts have at least some 
rainfall). And third, the faces of crystals 
from the dunes were scored in ways which 
indicated that they had been bashed 
around by strong winds. 

The only inland winds obviously pow- 
erful enough to have done this are in the 
funnels of tornadoes. The Atacama desert 
does not, though, experience such storms. 
It does experience lesser whirlwinds, 
called dust devils. But the textbooks say 
that dust devils are not powerful enough to 
lift and carry objects the size of the crystals 
found in the dunes. 

Textbooks, however, are not always cor- 
rect, so Dr Benison decided to check for 
herself. She went to Salar de Gorbea and 
monitored the dust devils there. She found 
that devils do regularly form in valleys 
along the edge of the region. Some then 
pass over the ponds where the gypsum 
crystals are growing, pluck crystals out of 
those ponds, carry them the 5km to the 
dunes, and then dissipate, dropping their 
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loads on the accumulating heaps. 

What she does not yet know is how 
they do it, for the textbooks are, in one 
sense, correct. The most powerful recorded 
dust devils have wind speeds of 7okph. 
This is indeed insufficient to carry mineral 
particles bigger than 2mm across. For the 
devils of Salar de Gorbea to be transport- 
ing large gypsum crystals they must be far 
more powerful than that. Dr Benison 
seems therefore to have substituted one 
mystery for another. The devils clearly are 
responsible for Salar de Gorbea’s dunes. 
What is responsible for these devils’ great 
powers remains to be found out. 


Animal experiments 


Dirty secrets 


Are laboratory mice being kept in 
conditions that are too clean? 


HE hygiene hypothesis posits that cer- 

tain diseases—notably asthma, eczema 
and type-1 diabetes—which are becoming 
more common than they once were, are 
caused in part by modern environments 
being too clean. The diseases in question 
result from misfunctions of the immune 
system. The hygiene hypothesis suggests 
such misfunctions are the result of chil- 
dren’s immune systems being unable to 
learn, by appropriate exposure to viruses, 
bacteria, fungi and parasitic worms, how 
to respond properly. 

If modern human homes are unnatu- 
rally clean, though, they are as nothing 
compared with the facilities in which ex- 
perimental mice are housed. Those are 
practically sterile. That led Lili Tao and Tif- 
fany Reese, two researchers at the Univer- 
sity of Texas Southwestern Medical Cen- 
tre, in Dallas, to wonderif such mice would 
display extreme versions of the predic- 
tions of the hygiene hypothesis. 

This would matter, because mice are of- 
ten used in medical experiments on the as- 
sumption that their reactions are similar 
enough to those of human beings for them 
to act as stand-ins. Conversely, laborato- 
ries’ spotlessness might also mean mice 
are sometimes too healthy to act as useful 
models for disease. As they explain in 
Trends in Immunology, Dr Tao and Dr Reese 
therefore combed the scientific literature to 
look for both phenomena. 

A nice example which the two re- 
searchers found of the hygiene hypothesis 
at work is that stopping laboratory mice 
being infected with murine cytomegalovi- 
rus, which is common in their wild kin, 
damages their immune response to a host 
of other pathogens, bacterial as well as vi- 


ral. Mice so infected will survive subse- >> 
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> quent exposure to otherwise-lethal doses 
of Listeria monocytogenes (a soil- and food- 
borne bacterium) and Yersinia pestis (the 
bacterium that causes plague). These mice 
are also better able than others to handle 
retrovirus infections. And the effects on 
them of multiple sclerosis—an illness the 
underlying cause of which is suspected to 
be an inappropriate immune response— 
are reduced. 

On the other hand, early infection with 
a different common pathogen, Yersinia 
pseudotuberculosis, affects murine im- 
mune systems in a way that leaves mice 
more open to subsequent attack, rather 
than less so—the reverse of the hygiene hy- 
pothesis. By unknown means, such infec- 
tion permanently diverts immune cells 
called dendritic cells from their normal 
homes in lymph nodes and to the wall of 
the gut, where they cause sustained in- 
flammation. Similarly, early exposure to 
certain herpes viruses, also common inthe 
wild, can result in latent infections that 
cause no perceptible symptoms unless a 
kind of parasitic worm called a helminth 
also turns up. That reactivates the infec- 
tion. Anyone attempting to mimic human 
worm infestations using mice should be 
aware of this. 

Those studying vaccines, too, need to 
be aware of the confounding effects of hy- 
giene. Laboratory-bred mice have fewer 
memory T-cells than those brought up in 
the outside world. Memory T-cells are the 
parts of the immune-system that remem- 
ber prior infections, thus enabling a rapid 
response if the agent which caused that in- 
fection is encountered again. Generating 
such T-cell memories is a vaccine’s job. 

Moreover, an experiment done by Dr 
Reese herself showed that exposing young 
mice to human pathogens, such as herpes 
and influenza viruses, altered their subse- 
quent responses to vaccines for other dis- 
eases. Animals so exposed produce fewer 
antibodies against a yellow-fever vaccine 
than do pathogen-free mice. 

As is often the case with these sorts of 
preliminary literature reviews, the out- 
come is a grab-bag of intriguing results, 
rather than a coherent hypothesis or pre- 
scription for action. But the evidence Dr 
Tao and Dr Reese have assembled suggests 
there is something going on here that 
needs investigating. It seems to be a classic 
example of the law of unintended conse- 
quences. The point of raising mice hygieni- 
cally is to eliminate as many uncontrolled 
factors from an experiment as possible. 
That hygiene itself might be such a factor 
has not, until now, crossed people’s minds. 

How to respond is unclear. Running 
trials twice, with “dirty” and “clean” mice, 
could be one approach. Another might be 
to agree on a Set of bugs to which early ex- 
posure is permitted. What this work does 
show, though, is that in research, cleanli- 
ness is not necessarily next to godliness. m 
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The way dinosaurs are classified may be about to undergo a radical rethink 


S EVERY school-aged aficionado of 
dinosaurs knows, those terrible 
reptiles are divided into two groups: the 

Saurischia and the Ornithischia—or, to 
people for whom that is all Greek, the 
lizard-hipped and the bird-hipped. The 
names go back130 years, to 1887, when 
they were invented and applied by Harry 
Seeley, a British palaeontologist. 

Seeley determined that the arrange- 
ment of the bones in a dinosaur’s pelvis— 
specifically, whether the pubic bone 
points forwards (Saurischia) or back- 
wards (Ornithischia)—could be used to 
assign that species to one of these two 
sroups. In his view, and that of sub- 
sequent palaeontologists, the evolution 
of other features of dinosaur skeletons 
supported the idea that these two hip- 
defined groups were what are now re- 
ferred to as clades, each having a single 
common ancestor. Seeley thereby 
thought he had overthrown the dino- 
saurs as a true clade themselves: he 
believed Saurischia and Ornithischia 
were descended separately from a group 
called the thecodonts. 

Subsequent analysis suggests he was 
wrong about that. The dinosaurs do 
seem to be a proper clade, with a single 
thecodont ancestor. But the basic divi- 
sion Seeley made of them, into Sau- 
rischia and the Ornithischia, has not 
been challenged—until now. 

The challengers are Matthew Baron, 
of Cambridge University, and his col- 


Pubic bone 
(Saurischia) 


leagues. Writing in Nature, they suggest 
dinosaur classification needs to be shak- 
en up. Their system still has two groups, 
but it looks very different from Seeley’s. 

Based on an analysis of 74 types of 
dinosaurs and close relatives of dino- 
saurs, which examined 457 skeletal char- 
acteristics, they propose that hip-struc- 
ture is not the be-all and end-all that 
Seeley and his successors thought it was. 
Instead, they separate the two great 
subgroups of Saurischia, the sauropods 
(Brontosaurus, Diplodocus, etc) and the 
theropods (Tyrannosaurus, Allosaurus, 
etc) and reassign them. The sauropods 
are teamed up witha group called the 
Herrerasauridae, which are so primitive 
they are not easily fitted into the Sau- 
rischia-Ornithischia system, to form a 
reconstituted Saurischia. The rest of the 
Ornithischia and the theropods, mean- 
while, are joined as anewly named 
eroup, the Ornithoscelida. 

Whether Dr Baron’s classification will 
hold up remains to be seen. Any system 
based on comparative anatomy rather 
than DNA is vulnerable to the evolution 
of similar features on separate occa- 
sions—giving an illusion of relatedness 
that is actually untrue. Indeed, the pro- 
blem with relying on anatomical fea- 
tures, such as hip-shape, to classify ani- 
mals is well illustrated by dinosaurs 
themselves. It was not bird-hipped Or- 
nithischia that gave rise to birds, but 
lizard-hipped theropods. 


Pubic bone 
(Ornithischia) 


Books and arts 


Traditional conservatism 


Fight or flight 


Two new books by conservatives see liberalism triumphant. One counsels retreat, 


the other, renewal 


OES conservatism aim to uphold or to 

transform society? Across the West, 
the political right is split. Some conserva- 
tives backa status quo of globalised econo- 
mies and live-and-let-live societies. Others 
want to upend that open, international or- 
der by putting the nation first, socially and 
economically. There is, however, a third 
kind of conservatism, represented by two 
new short books. Its guiding idea is that po- 
litical problems at root are spiritual. In dif- 
ferent ways, Rod Dreher and Roger Scruton 
suggest that conservatism’s main task is to 
cure or abandon a sickened culture. 

One offers a preacher’s simplicity, the 
other a thinker’s subtlety. Mr Dreher is a de- 
vout Christian, an editor at the American 
Conservative and the author of popular 
books advertising the personal rewards of 
faith. Sir Roger is an eminent British coun- 
ter-example to the commonplace that con- 
servatives distrust ideas. A philosopher, 
journalist and novelist, he has written 
around 50 books on political ideas, morals 
and aesthetics. In 1982 he founded, and for 
18 years edited, the Salisbury Review, a con- 
servative quarterly taking its distance from 
the libertarian right in the name of tradi- 
tional values. 

American conservatives have two sto- 
ries about what ails present-day culture, 
one hopeful, one bleak. The hopeful story 
tells of liberal capture. In the 1950s-60s, an 
unrepresentative secular-liberal _ elite 
seized the churches, universities and me- 


On Human Nature. By Roger Scruton. 
Princeton University Press; 151 pages; 
$22.95 and £18.95 


The Benedict Option: A Strategy for 
Christians in a Post-Christian Nation. 
By Rod Dreher. Sentinel; 262 pages; $25 


dia of a god-fearing, virtuous people. The 
task for conservatives was to win them 
back. That aim inspired the Christian right 
in its fight for the soul of the Republican 
party. At its peak in the Reagan-Bush years 
of the 1980s, the Christian right came close 
to believing that it had realigned America’s 
political majority with an underlying mor- 
al majority. 

Mr Dreher’s is the bleak story. Secular 
decadence was too seductive: America, he 
says, now has an immoral majority and lit- 
tle can be done about it. Neither business- 
es nor politicians care what people do in 
bed or whether they say their prayers. A 
violent, godless and sex-obsessed culture 
can only be abandoned. He urges Ameri- 
can Christians to drop resistance and pro- 
tect their own families from the spiritual 
ravages. His proposalis a latter-day version 
of the sixth-century Christian retreat to 
monasticism at the break-up of the West- 
ern Empire. A leader of that retreat was 
Benedict of Nursia, which explains Mr 
Dreher’s title, “The Benedict Option”. His 
practical proposals include turning the 
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home into “a domestic monastery” with 
regular family prayer and ascetic routines, 
home-schooling if Christian alternatives 
are unavailable, and creating like-minded 
neighbourhoods of cultural self-defence 
that “buy Christian, even if it costs more”. 

Mr Dreher’s zeal and sincerity are at- 
tractive, but not all readers, even devout 
ones, will be drawn to his divisive purism 
or convinced by his lurid picture of “hostile 
secular nihilism”. It is thanks to hard-won 
liberal tolerance that there is space in liber- 
al democracies for the kind of soul-saving 
retreat from the larger society that he rec- 
ommends. Despite its sense of rectitude, 
“The Benedict Option” is at bottom a call 
for free-riding on the liberal modernity it 
professes to spurn. 

“On Human Nature” is altogether more 
serious. Its four essays pull together high- 
level complaints that the author has been 
making since his classic “The Meaning of 
Conservatism” (1980). The argument is 
more philosophical than polemical. His 
starting pointis that every political outlook 
presupposes a philosophical picture of the 
human person. Liberals, as he sees them, 
picture people as self-possessed beings 
free to choose their attachments, conserva- 
tives as creatures with social roots that im- 
pose duties and allegiances. The liberal 
picture, he says, involves three mistakes. 

They can be labelled (to use this review- 
er’s terms) scientism, libertarianism and 
transactionalism. Scientism mistakenly 
takes evolutionary biology and psycholo- 
gy to offer the whole truth about human 
nature. Science does explain humankind’s 
animal selves, but not the irreducibly per- 
sonal perspective by which people recog- 
nise who they are and hold each other to 
account. Libertarianism is correct that indi- 
viduals are each morally free and perso- 
nally accountable, butit neglects unchosen 
social ties that impose duties and flesh out >» 
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> who they are. Transactionalism considers 
anything of value to have acquired it by 
preference or consent, which threatens to 
equate value with price and render every- 
thing that matters open to trade. 

Together those three mistakes encour- 
age a flattened picture of people that 
makes too much a matter of choice and 
cannot account for what we owe to things 
of value in themselves such as beauty, the 
natural environment or the nation. For Sir 
Roger, the proper attitude to such “lasting 
things” is not to ask “what is this for?” but 
to acknowledge them without question 
and show what, in a non-religious sense, 
he calls piety. A sickened culture, he argues, 
could be cured if more people returned to 
this kind of piety. 

“On Human Nature” is a tour de force 
of a rare kind. In clear, elegant prose it 
makes large claims in metaphysics, morals 
and, by implication, politics. It will be 
asked exactly what connects the three mis- 
takes it exposes, and how far political liber- 
alism depends on them. When liberals and 
conservatives turn to philosophy, perhaps 
political lines blur more than cultural con- 
servatives might think. 

It was a liberal achievement to push 
faith and private morality out of politics. 
Cultural conservatism would put them 
back. These two books suggest how hard 
that is to bring off in a liberal society. Liber- 
als can raise one cheer, not more. “On Hu- 
man Nature” shows the difficulties of 
matching political camps with those of 
faith and morality. “The Benedict Option” 
wants faith out of politics, which is where 
liberals want it. Mr Dreher, however, 
speaks only for a minority on the Ameri- 
can Christian right. Its larger forces have 
hardly abandoned the fight. m 


Identity and politics 


What kind of 
somewhere? 


The Road to Somewhere: The Populist 
Revolt and the Future of Politics. By David 
Goodhart. Hurst; 278 pages; $24.95 and £20 


HY did Britain vote to leave the Euro- 

pean Union? Why did America elect 
Donald Trump? Why are populists on the 
rise all over Europe? David Goodhart, 
founding editor of Prospect magazine and 
now a proud “post-liberal”, has found a 
culprit. Populism, he argues in his new 
book, is an understandable reaction to lib- 
eral overreach. 

Focusing on Britain, he identifies anew 
divide in Western societies, pitting a domi- 
nant minority of people from “anywhere” 
against a majority from “somewhere”. The 
first group, says Mr Goodhart, holds 


“achieved” identities based on education- 
al and professional success. Anywheres 
value social and geographical mobility. 
The second group is characterised by iden- 
tities rooted in a place, and its members 
value family, authority and nationality. 

Whereas Anywheres, whose portable 
identities are well-suited to the global 
economy, have largely benefited from cul- 
tural and economic openness in the West, 
he argues, the Somewheres have been left 
behind—economically, but mainly in 
terms of respect for the things they hold 
dear. The Anywheres look down on them, 
provoking a backlash. 

Mr Goodhart’s diagnosis has some 
merit. Globalisation has worsened in- 
equality in Western countries, and the 
winners have not done enough to help the 
losers adjust to rapid changes. But Mr 
Goodhart is not content merely to diag- 
nose. His mission is to convince liberals of 
the “underlying decency” of Somewhere 
ideas, to counteract nastier versions of 
populism: “Without a more rooted, emo- 
tionally intelligent liberalism...the pos- 
sibility of even more unpleasant backlash- 
es cannot be completely ruled out.” 

Respect and understanding for all, in- 
cluding Somewheres, is important. And 
better educational opportunities for young 
people who don’t go to university are a 
good idea. But his other proposals are wor- 
ryingly reactionary. A chapter that laments 
the erosion of the male breadwinner role 
proposes throwback changes to the tax sys- 
tem to encourage marriage and a more tra- 
ditional division of labour. And the idea of 
restricting permanent immigration in fa- 
vour of guest-worker schemes recalls de- 
cades of ghettoisation and frustration 
among children of migrants in places like 
Germany, who might be called Nowheres. 

Mr Goodhart’s book seems likely to in- 
form the debate on what post-Brexit Brit- 
ain should look like. This is worrying, for 
two reasons. For one thing, there is little ev- 
idence that his “decent populism” will act 
as a bulwark against nastier variants. As he 
admits, “mainstream populists who repu- 
diate racism tend to reinforce ideas of in- 
siders and outsiders that allow real racists 
to grow more confident”—an insight con- 
firmed by the spike in hate crimes follow- 
ing the Brexit referendum. 

His case for a “decent” populism leaves 
many other questions unanswered. Why, 
pragmatic anti-populist considerations 
aside, should national or racial attach- 
ments take priority over common human- 
ity? Why should accommodating those 
who have such attachments justify exclud- 
ing poor foreigners from economic oppor- 
tunity? Saying it is “common sense” that 
“national citizens should be ahead of non- 
citizens in the queue for public goods” 
merely begs the question. For someone 
who accuses his liberal former tribe of in- 
tellectual laziness, thatis not enough. @ 
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New immigrant fiction 


This land is not 
your land 


Temporary People. By Deepak Unnikrishnan. 
Restless Books; 251 pages; $17.99 and £12.99 


NATION is notjust a place; itis a people 

who belong together, bound by his- 
tory, ethnicity or language. But the United 
Arab Emirates (UAE) has borrowed its peo- 
ple. In a frenzied half-century, its popula- 
tion has grown from barely 100,000 to 
over 9m. Of these, a staggering 88.4% are 
citizens of another country. They built its 
impossible cities, but live under the shad- 
ow of one day being told to leave. 

Among these perpetual foreigners are 
roughly 3m Indian migrants, mostly Mala- 
yalam-speakers—“Malayalees”. They in- 
clude the family of Deepak Unnikrishnan, 
who was born in Kerala and raised in Abu 
Dhabi, went to America to study, and de- 
cided to stay. His debut novel, “Temporary 
People”, has won the inaugural Restless 
Books prize for writing by a first-generation 
immigrant to America. Its patchwork of 
chapters elicits the vertigo of Joseph Heller 
and the disoriented human hopelessness 
of Milan Kundera. In three sections— 
“Limbs”, “Tongue. Flesh.” and “Veed” 
(“home” in Malayalam)—it describes a hi- 
erarchy of unmet needs: to be safe, to be 
understood and, deepest felt, to belong. 

“Temporary” lives come cheap. Up on 
sky-scraping building sites, “men don’t 
burn...they decay.” Each night, the bodies 
of those who have fallen from their perch- 
es are stuck back together “with duct tape >> 
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> or some good glue”. The economy’s insa- 
tiable hunger for labour is such that a bril- 
liant scientist develops the “Canned Ma- 
layalee Project”. In industrial greenhouses, 
seeds grow into “oak-dark heat-resistant 
five-foot-seven Malayalees” in 23 days. 
Their inevitable rebellion, when it comes, 
is bloody. 

Mr Unnikrishnan’s world could be 
written off as dystopian, were it not rooted 
so firmly in current reality. In the past de- 
cade, Human Rights Watch has issued mul- 
tiple searing indictments of working con- 
ditions in the UAE, denouncing the kafala 
system of indentured labour, high rates of 
heat stress and on-site accidents. In 2009, 


Supernatural fiction 


Book of the dead 


Lincoln in the Bardo. By George Saunders. 
Random House; 368 pages; $28. Bloomsbury; 
£18.99 


BRAHAM LINCOLN is often reduced 
to fit a purpose in American memo- 

ry: hero, emancipator, war-monger, 
racist. George Saunders reduces him 
further, to a grieving father—but in doing 
so humanises him. The “Lincoln” of this 
new novel’s title is Willie, the son who 
died atu. Willie navigates the bardo, a 
semi-hallucinatory state (borrowed from 
Tibetan Buddhism) between life and 
reincarnation, while the father grieves. 

“It harms no one; therefore, it is not 
wrong,” says the president, cradling the 
corpse of the son he has removed from its 
coffin. Nor is his the only unusual mode 
of grief; the ghost of one mournful wife 
sees everyone as a giant moustache with 
legs, in memory of her husband. “Yes, her 
way is hard,” says one of the other spirits. 
Like Dante’s hell, Mr Saunders’s bardo is 
a spiritual system rendered as a place. 
And his bookis like a Buddhist “Divine 
Comedy”, with an emphasis on the 
comedy. But this is also an urgently politi- 
cal, profoundly moral book, albeit one so 
playful and so fantastical that the reader 
may hardly notice. 

The entire book seems to consist of 
nothing but epigraphs, which themselves 
turn out to be either historical sources 
(some real, some invented) or the chatter 
of spirits, indiscriminately mingling with 
one another. After a while, the reader 
begins to recognise the unique cadence 
of each spirit. The purposefully confusing 
form adds a disorientating but dramatic 
element to the book, and forces the read- 
er to focus. 

This is Mr Saunders’s first novel, but 
he has been producing prizewinning 


footage emerged of an Emirati sheikh tor- 
turing an Afghan grain merchant, pouring 
sand into his mouth and eyes and setting 
him alight before repeatedly running him 
over. After short-lived expressions of hor- 
ror from Western policymakers, the sheikh 
was neatly absolved in court, and the affair 
was forgotten. In “Temporary People”, 
these events become an annual ritual com- 
pulsory for all local men. 

This is not crime, but theatre. Among 
Mr Unnikrishnan’s many games with 
form is to lay this gruesome scene out as a 
play. Each chapter is different. One is the 
transcript of an interview. Another, re- 
working tales from the Ramayana, an an- 


short fiction for decades—often chroni- 
cling a fractious America (his1996 debut 
collection is called “CivilWarLand in Bad 
Decline”). With Donald Trump leading 
the “party of Lincoln”, values previously 
considered untouchable are now up for 
debate, and these themes are in sharper 
focus than ever. Mr Saunders has report- 
ed from last year’s campaign trail, trying 
with genuine compassion to understand 
the rage of those who voted to upend 
America’s politics. In his invented world, 
meanwhile, Mr Saunders’s spectres judge 
each other by skin tone despite not hav- 
ing bodies, highlighting the absurdity of 
such bigotry. 

Many of his ghosts repeat their stories, 
Ancient Mariner-like. These stories help 
keep them tied to this Earth. It is the 
moment of realisation—that they are 
dead—that sets them free. At the heart of 
his novel is the idea that truth and un- 
derstanding can save a soul. 
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cient Hindu epic poem, lays down the 
founding myth of anew people. Not all are 
so effective: “Pravasis?” (“migrants”) tries 
too hard and makes too bald a point. It lists 
hundreds of jobs, through “Bank Teller” 
and “Chicken Decapitator”, before trailing 
off sentimentally with “Country Maker. 
Place Builder. Labourer. Cog.” But taken to- 
gether this discordant polyphony of stories 
is the full-throated roar of an entire people. 

Mr Unnikrishnan thanks his high- 
school teachers for allowing him “to take 
[his] time with English in order to tame it”. 
His language is now solid, alive and dan- 
gerous. Tongues tear themselves from 
mouths, spewing “mangled”, “unrecognis- 
able” words “like shrapnel”. Blacked-out 
and untranslated words deny even the 
reader the right to complete understand- 
ing. This is not an easy book; in fact it is 
eviscerating. But in “Temporary People” 
the Restless Books prize has rewarded an 
urgent voice worth attending to, even if it is 
hard to hear. @ 


Architecture 


Modernism’s 
mystic 


You Say to Brick: The Life of Louis Kahn. By 
Wendy Lesser. Farrar, Straus & Giroux; 397 
pages; $30 


YN RAND’S politics may be less popu- 
lar than they used to be, but in one 
way her influence endures: in the popular 
image of the architect. When architects ap- 
pear in books or on screen, they are politer 
than the chiselled Howard Roark in “The 
Fountainhead”, but they are just as jut- 
jawed and sure of themselves. Yet when 
Gary Cooper, playing Roark in the film, 
says that a building must be true to its own 
idea, this misleadingly suggests that a 
building emerges perfectly formed from an 
architect’s imagination. 

Wendy Lesser’s new biography pre- 
sents Louis Kahn as a likeable version of 
that archetype. Kahn was a brilliant archi- 
tect who would rank even higher in esteem 
if his greatest work—the National Assem- 
bly in Bangladesh—weren’t so far from crit- 
ics’ usual promenade. Yet Kahn, born in Es- 
tonia and raised in poverty in 
Philadelphia, produced enough outstand- 
ing buildings in America to be appreciated 
as one who, like Le Corbusier and Alvar 
Aalto, expanded the repertoire of Modern- 
ism: the new architectural language that 
saw the machine as the metaphor for archi- 
tecture’s endeavour, and concrete, steel 
and glass as its material. 

Kahn had a mystical side too, though, 
and it irritated as many as it inspired. A 
contemporary, Edward Charles Bassett, >> 
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> said of Kahn that: “He was a fine, fine archi- 
tect, but he would say something like, 
‘What does a brick want to be?’ And there 
were all these kids who would bow down 
and face east, and I wanted to vomit.” Ms 
Lesser, who borrows this pedagogical trick 
for her biography’s title, has great architec- 
tural nous, butindulges this mysticism alit- 
tle too far. She goes as far as to imply that 
Kahn, who as a child burned his face so 
badly he was disfigured for life, had done 
so in search of a transcendent truth. 

The book is superbly researched, 
though. Ms Lesser describes the convolut- 
ed way in which Kahn’s poorly managed 
architectural practice overlapped with a 
torturous personal life, cross-referencing 
work and personal diaries. Although the 
architect remained married to his wife Es- 
ther until his death, at one stage he was 
having affairs with three different women 
either in or closely related to his practice. 
He hadasecond daughter with Anne Tyng, 
an architect in his Philadelphia office, and 
fathered a son with Harriet Pattison, a 
landscape architect with whom he collab- 
orated on the Kimbell Art Museum in Fort 
Worth, Texas. 

Ms Lesser captures the charisma of 
Kahn: his goofy piano-playing for friends 
and family and his incessant urge towards 
artistic creation. Where the book is less 
strong is on Kahn’s ties to the political and 
aesthetic debates of his age. Here, after all, 
isa man whose life was deeply influenced 
by Franklin Roosevelt’s vision for America. 
Kahn campaigned on the need to build 
cheap housing as part of his early practice, 
and illustrated pamphlets for the United 
States Housing Authority. Just before he 
died, he produced a compelling design for 
a memorial to the president on New York’s 
Roosevelt Island. Even if he really was 
scared off from engagement with politics 
by McCarthyism, as Ms Lesser suggests, his 
architecture, operating as it did in the real 
world, in dialogue with planners, contrac- 
tors and the public, had no such choice. 

Ms Lesser is honest enough to quote 
those who disagree with her idea that 
there was a link between Kahn’s libido and 
his creative urge. But she nonetheless fol- 
lows this notion to argue, for example, that 
Kahn’s primitive shapes—the staggered 
study towers at the Salk Institute, for exam- 
ple—were symptomatic of a search for an 
aesthetic language of freedom, as much as 
his affairs were a search for sexual free- 
dom. Had Ms Lesser spent more time in 
this otherwise excellent study comparing 
Kahn with equally creative architects with 
less complicated personal lives, she may 
never have arrived at that theory. It is just 
as likely that Kahn was looking at the way 
in which corporate America had success- 
fully co-opted Modernism and was trying 
to reassert its humanist purpose. A biogra- 
pher may dish the dirt by all means, but the 
dirt needn’t take credit foreverything. m 


Chuck Berry 


The man behind 
the wheel 


How Chuck Berry drove rock’n’roll to a 
whole new level 


HE honour of having made the first 

rock’n’roll record is usually given to 
Jackie Brenston and his Delta Cats for 
“Rocket ‘88’” (1951). Like all musical firsts, 
this is hotly argued over: landmark singles 
by Bill Haley, Big Joe Turner, Elvis Presley 
and Bo Diddley are often considered close 
rivals. But any doubt about the arrival of 
true, flat-out rock was extinguished by 
“Maybellene” (1955), a two-minute ditty by 
Chuck Berry, who died on March 18th. 
What distinguished “Maybellene” was not 
so much the lowdown distortion of Mr 
Berry’s “chitlin’ circuit” lead guitar and the 
raw sound of his band, but the song’s de- 
parture from the swinging R&B polish of its 
contemporaries. Mr Berry was behind the 
wheel, and though he was heading some- 
where new, he knew exactly where. 

When rock’n’roll hit the mainstream, 
he was pushing 30 and had more than a de- 
cade of hard luck behind him. It made him 
a unique rock’n’roller, both a flamboyant 
showman and a canny businessman. His 
break came when he recognised a popular 
trend and focused his imagination on how 
to mythologise it. He quickly found a mid- 
dle ground between the smooth music he 
was raised on and the hellbent early rum- 
blings of rock. Although the blues—espe- 
cially as played by his idol Muddy Waters— 
are all over Mr Berry’s music, his lanky fin- 
gers played longer and wilder solos, and 
he wrote new, challenging licks for every 
song he recorded. 

What made him stand out, however, 
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was that he was first and foremost a story- 
teller. He loved words and worked hard on 
them, modelling his uproarious tales on 
Louis Jordan’s and his enunciation on Nat 
King Cole’s. He sang of and for the new 
teenage world of soda fountains, jukebox- 
es, Cars, sex in cars (if only he could unfas- 
ten her safety belt), breaking out and break- 
ing free. In Mr Berry’s world, all things are 
possible. “Johnny B. Goode”, the poor 
country boy who becomes rock’s first hero, 
may see his name in lights because “he 
could play a guitar just like ringin’ a bell”. 

Because his songs were, at least on pa- 
per, simple in structure, their sophistica- 
tion can slip by unnoticed. But his hits be- 
come fast friends through humour. “Roll 
Over Beethoven” adds, “and tell Tchaikov- 
sky the news.” “Maybellene” begins, “As I 
was motivatin’ over the hill/I saw Maybel- 
lene in a Coupe de Ville”. (He is in a v8 
Ford, which soon overheats in the chase.) 
“You Can’t Catch Me” takes it further when 
his car, a Flight de Ville air-mobile, avoids 
the state patrol by letting down wings and 
taking off in a “coooool breeze”. Over the 
course of “Brown Eyed Handsome 
Man’”—a then-daring paean to the allure of 
dark-skinned men—Mtr Berry roams from a 
courtroom to India, to the Venus de Milo 
losing her arms in a wrestling match, to a 
baseball game, all in just two minutes. 

Indeed, he could take you anywhere, 
coast to coast. In “The Promised Land”, he 
used place to make sly allusions to the 
Freedom Riders’ journeys through the 
south in the cause of civil rights: 


We was ninety miles out of Atlanta by sundown, 
Rollin’ out of Georgia state 

We had motor trouble it turned into a struggle, 

Half way ’cross Alabam, 

And that’hound broke down and left us all stranded 
In downtown Birmingham 


His doleful songs were some of his best. 
“Memphis, Tennessee” is a desperate 
phone dialogue between the singer and 
long-distance information, set against a 
sad, loping groove. The caller is trying to 
find his girl, Marie. The brilliant touch 
comes in the last verse, as the listener 
learns that the girl is not the narrator’s girl- 
friend but his six-year-old daughter, taken 
away by her mother. 

Mr Berry’s songwriting waned as he 
struggled with scandals and personal de- 
mons, but his influence did not. A cursory 
look at the set lists, singles and albums of 
the Beatles and the Rolling Stones in the 
next decade reveals cover after cover of his 
songs. Smokey Robinson, the leading force 
of Motown, owes an obvious debt to his 
wordplay and fun. Even the Beach Boys 
would have had a much harder time break- 
ing out had Brian Wilson not written new 
lyrics to “Sweet Little Sixteen” and re- 
named it “Surfin’ USA”. Chuck Berry may 
have duck-walked off the world stage, but 
his music never will. m 
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Economic data 


% change on year ago Budget Interest 
Industrial Current-account balance _ balance rates, % 
Gross domestic product production Consumer prices Unemployment latest 12 % of GDP % ofGDP 10-year gov't Currency units, per $ 
latest qtr* 20171 latest latest 20171 rate, % months, $bn 2017 2017+ bonds, latest Mar 22nd —_- year ago 

United States +1.9 04 +1.8 +2.3 +0.3 Feb +2.7 Feb +2.3 4.7 Feb -481.2 04 -2.8 -3.5 2.48 - - 
China +6.8 04 +7.0 +6.5 +6.3 Feb +0.8 Feb +2.3 4.0 048 +210.3 04 +2.0 -4.1 3.0888 6.89 6.49 
Japan +1.6 04 +1.2 41.1 +3.7 Jan +0.5 Jan +0.8 3.0 Jan +186.5 Jan +3.6 -5.4 0.07 111 112 
Britain +2.0 04 +2.9 +1.6 +3.2 Jan +2.3 Feb +2.6 4.7 Dectt -138.1 Q3 -4.4 -4.0 1.22 0.80 0.70 
Canada 41,904 42.6 44.9 42.6 Dec 42-1 Jan_ 41.8 6.6 Feb ZO 2B O33 
Euro area +1.7 04 +1.6 +1.6 +0.6 Jan +2.0 Feb +1.6 9.6 Jan +392.3 Jan +2.9 -1.6 0.41 0.93 0.89 
Austria +1.7 04 +2.0 +1.5 +2.1 Dec +2.2 Feb +1.7 5.7 Jan +8.0 Q3 +2.6 -0.9 0.65 0.93 0.89 
Belgium +1.2 04 +2.0 +1.3 +9.5 Dec  +3.0 Feb +2.0 7.7 Jan +3.4 Sep +0.9 -2.] 0.91 0.93 0.89 
France +1.2 04 sell eres oil -0.4 Jan +1.2 Feb +1.3 10.0 Jan -34.5 Jant -0.9 -3.1 1.12 0.93 0.89 
Germany +1.8 04 +1.7.  +1.6 niljJan +2.2 Feb +1.8 5.9 Feb +287.1 Jan +8.3 +0.5 0.41 0.93 0.89 
Greece -1.4 04 -4.8 +1.2 +7.3 Jan +1.3 Feb +0.8 23.1 Dec -1.1 Dec -1.2 -6.4 7.40 0.93 0.89 
Italy +1.0 04 +0.7  +0.8 -0.5 Jan +1.6 Feb +1.2 11.9 Jan +50.9 Jan +2.4 -2.4 2.45 0.93 0.89 
Netherlands +2.3 04 +2.0 +1.9 +1.5 Jan +1.8 Feb +1.1 6.3 Feb +57.1 Q3 +8.4 +0.5 0.53 0.93 0.89 
Spain, $3.04 42.8 42.5 47.2 Jan 43.0 Feb 42.2 18.2 Jan 424.6 Dec 4.5 3.38184 0.93.8 
Czech Republic +1.9 04 +1.6 +2.5 +9.6 Jan +2.5 Feb +2.3 5.1 Feb’ +2.3 04 +0.7 -0.5 1.00 25.0 24.1 
Denmark +1.9 04 +0.9 +1.3 +2.5 Jan  +1.0 Feb +1.2 4.2 Jan +25.3 Jan +6.8 -1.9 0.71 6.89 6.64 
Norway +1.8 04 +4.5  +1.8 +0.6 Jan +2.5 Feb +2.4 4.2 Jan*# +18.1 04 +5.3 +2.8 1.80 8.47 8.40 
Poland +3.2 04 +7.0 +3.2 +1.2 Feb +2.2 Feb +1.8 8.5 Feb§ -0.6 Jan -1.3 -3.2 3.61 3.96 3.79 
Russia -0.4 Q3 na +1.4 -2.] Feb +4.6 Feb +4,7 5.6 Feb3 +22.2 04 +2.8 -2.9 8.13 57.9 67.4 
Sweden +2.3 04 +4.2 +2.4 +1.3 Jan +1.8 Feb +1.6 7.4 Feb’ +23./7 04 +4.9 -0.4 0.76 8.80 8.22 
Switzerland +0.6 04 +0.3 +1.4 -1.2 04 +0.6 Feb +0.2 3.3 Feb +68.2 Q3 +9.6 +0.2 -0.02 0.99 0.97 
Turkey -1.8 Q3 na +2.4 +4.2 Jan +10.1 Feb +8.8 12.7 Dec3 -33.2 Jan -3.4 -2.1 10.87 3.61 2.87 
Australia +2.4 04 +4.4 +2.6 +1.0 04 41.5 04 +2.1 5.9 Feb -33.1 04 -1.4 -1.8 2./6 1.30 1.31 
Hong Kong +3.1 04 +4.8 +2.1 -0.7 04 -0.1 Feb +1.9 3.3 Feb## +13.6 Q3 +4.2 +1.3 1.67 7.77 7.75 
India +7.0 04 +5.1  +7.2 +2.7/ Jan +3.7 Feb +4.8 5.0 2015 -11.1 Q3 -1.1 -3.2 6.81 65.5 66.7 
Indonesia +4.9 04 na +5.2 +4.5 Jan +3.8 Feb +4.2 5.6 038 -16.3 04 -2.0 -2.1 7.07 13,329 13,180 
Malaysia +4.5 04 na +4.4 +3.5 Jan +3.2 Jan +3.2 3.5 Jan’ +6.0 04 +3.1 -3.1 4.07 4.43 4.01 
Pakistan +5.7 2016** na +5.2 +1.1 Jan +4.2 Feb +4.9 5.9 2015 -4.9 04 -1.7 -4.8 8.25ttt 105 105 
Philippines +6.6 04 +7.0 +6.4 +9.3 Jan +3.3 Feb +3.3 6.6 Q18 +0.6 Dec +0.8 -2.6 4.68 50.3 46.3 
Singapore +2.904 412.3 +2.1 +2.2 Jan  +0.6 Jan +1.1 2.2 04 +56.7 04 +19.3 -1.0 2.24 1.40 1,36 
South Korea +2.3 04 +1.6 +2.5 +1.7 Jan +1.9 Feb +1.7 5.0 Feb3 +96.8 Jan +6.2 -1.0 2.15 1,123 1,154 
Taiwan +2.9 04 +1.8 +1.8 +2.5 Jan nil Feb +2.1 3.8 Feb +70.9 04 +11.5 -0.7 1.14 30.5 32.4 
Thailand +3.0 04 +1.7  +3.4 +1.3 Jan +1.4 Feb +1.3 1.2 Jan’ +46.4 04 +11.6 -2.0 2.65 a4 34.9 
Argentina -2.1 04 41.9 +2.7 -2.5 Oct arr — 7.6 048 -15.7 Q3 -2.9 -4.1 na 15.6 14.3 
Brazil -2.5 04 -3.4 +0.7 +1.4 Jan +4.8 Feb +4.5 12.6 Jan’ -23.8 Jan -1.6 -7.] 9.90 3.09 3.59 
Chile +0.5 04 -1.4 +1.8 -0.9 Jan +2.7 Feb +3.0 6.2 Jans## -3.6 04 -1.2 -2.1 4.24 663 675 
Colombia +1.6 04 +4.0 +2.4 -0.2 Jan +5.2 Feb +4.0 11.7 Jan’ -12.5 04 -3.6 -2.8 6.84 2,931 3,049 
Mexico +2.4 04 +2.9 +1.6 -0.1 Jan +4.9 Feb +4.9 3.6 Jan -27.9 04 -2.6 -2.5 7.19 19.1 17.3 
Venezuela -8.8 04~ -6.2 -5.5 na na +562 7.3 Apr8 -17.8 03~ -1.6 -19.6 10.43 9.99 6.51 
Egypt +3.4 Q3 na +3.9 +16.0 Jan +30.2 Feb +19.2 12.4 048 -20.1 04 -6.2 -10.8 na 18.0 8.88 
Israel +4.3 04 +6.5 +3.9 +3.2 Jan +0.4 Feb +0.6 4.3 Jan +12.4 04 +4.4 -2.3 2.14 3:65 3.84 
SaudiArabia +1.4 2016 na  +0.8 na -0.1 Feb +2.0 5.6 2015 -46.8 Q3 -2.1 -7.3 na 3.15 3.75 
South Africa  +0.7 04 -0.3 41.2 +0.5 Jan +6.3 Feb +5.7 26.5 Q48 -9.5 04 -3.4 -3.1 8.27 12.6 15.2 


Source: Haver Analytics. *% change on previous quarter, annual rate. The Economist poll or Economist Intelligence Unit estimate/forecast. §Not seasonally adjusted. +New series. ~2014 **Year ending June. ttLatest 
3 months. ##3-month moving average. §85-year yield. ***Official number not yet proved to be reliable; The State Street PriceStats Inflation Index, Jan 29.53%; year ago 30.79% 'ttDollar-denominated bonds. 
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Markets 
% change on 
Dec 30th 2016 


Index one inlocal in$ 
Mar 22nd week currency terms 


20,661.3 -1.4 44.5 +4.5 


United States (DJIA) 


China (SSEA) 3,398.1 +401 +46 45.5 
Japan (Nikkei 225) 19,041.4  -2.7 -0.4 +4.6 
Britain (FTSE 100) 7324.7 -0.6 = +2.5 43.5 
Canada (S8PTSX) ——_—15,348.5-11 40.4 40.9 
Euro area (FTSEEuro 100) 1,157.2 +0.3 +4.1  +6.6 
Euro area (EURO STOXX 50) 3,420.7 +0.3 +40 +6.5 
Austria (ATX) 2,799.3 -0.6 +69 +9.5 
Belgium (Bel 20) 3,730.0 -0.8 +434 45.9 
France (CAC 40) 4,994.7 +0.2 +27 +5.2 
Germany (DAX)* 11,904.1 -0.9 +3.7 +6.2 
Greece (Athex Comp) 640.7 +1.2 -0.5  +1.9 
Italy (FTSE/MIB) 19,953.4 +0.9 43.7 +6.2 
Netherlands (AEX) 509.5 -0.4 +5.5 +8.0 
Spain (Madrid SE) 1,032.4 +2.6 +9.4 +12.0 
Czech Republic (PX) 978.9 nil  +6.2 +8.8 
Denmark (OMXCB) 811.6 -1.5 +1.6 +4.0 
Hungary (BUX) 31,827... =2.5 0.5 +18 
Norway (OSEAX) 764.1 -0.6 -0.1 +1.6 
Poland (WIG) = 58,749.9 -0.6 413.5 419.6 
Russia (RTS, $ terms) 1,123.2 +5.7 2.5 ~-2.5 
Sweden (OMXS30) 1,563.0 -1.6 +30 +63 


Switzerland (SMI) 


Turkey (BIST) 89,809.1 +0.4 

Australia (All Ord.) 5,732.0 -1.4 +0.2 +6.6 
Hong Kong (HangSeng) 24,320.4 +2.2 +10.5 +10.4 
India (BSE) 29,167.7 -0.8  +9.5 +13.6 
Indonesia (JSX) 5,534.1 +1.9 $4.5 +5.6 
Malaysia (KLSE) 1,748.3 41.8 46.5 47.9 
Pakistan (KSE) 49,016.8 41.5 +25 +21 
Singapore (STI) 3,118.2 -0.6  +8.2 +118 
South Korea (KOSPI) 2,168.3 +1.7 +7.0 +15.0 
Taiwan (TWI) 9,922.7 41.9 47.2 413.3 
Thailand (SET) 1,566.7 +17 +415 +49 
Argentina (MERV) 19,666.6 +15 +16.2 +18.1 
Brazil (BVSP) 63,5213 -41 45.5 411.2 
Chile (IGPA) 23,486.4 +2.8 +133 +144 
Colombia (IGBC) 10,052.2 +1.7 -0.5  +1.9 
Mexico (IPC) 48,487.3 +21 +6.2 +14.8 
Venezuela (IBC) ———36,988.7_-1.7+16.7 ina 
Egypt (EGX 30) 12,8791 +10 +43 43.4 
Israel (TA-100) 1,264.2 1.2 -1.0 +44 
Saudi Arabia (Tadawul) 6,832.3 -0.1 5.6 -5.6 
South Africa (JSE AS) 52,096.7 +0.8 +2.8 +12.0 
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[ Human Development Index* 
Between 1990 and 2015 Rwanda made the 
greatest strides in human development, 
according to the UN’s annual Human 
Development Index (HDI), which looks at 
life expectancy, income and education. 
Rwandans can expect to live 31 years 
longer than they did in 1990 and now 
spend twice as much time at school. Syria 
and Swaziland have both seen their 
scores deteriorate. One estimate sug- 
gests that during the first two years ofits 
war, Syria Lost the equivalent of 35 years 
of progress in human development. The 
UN also calculates an adjusted devel- 
opmentindex that takes inequality into 
account. On average, this reduces coun- 
tries’ 2015 scores by 22%; Rwanda’s falls 
by over 30%. 


Other markets 
% change on 
Dec 30th 2016 
Index one inlocal in$ 
Mar 22nd week currency terms 
United States (S&P500) 2,348.5 -15 +49 +4.9 


United States (NAScomp) 5,821.6 -1.3 +8.1  +8.1 
China (SSEB, $ terms) 349.5 +0.9 +2.3 +2.3 
Japan (Topix) 1,530.2  -2.6 +0.8 +5.8 
Europe (FTSEurofirst 300) 1,475.5 -0.2 +3.3 +5.8 


World, dev'd (MSCI) 1,842.6  -0.6 $5.2 +5.2 
Emerging markets (MSCI) 967.0 +2.5 +121 +12.1 
World, all (MSCT) 446.9 -0.3 45.9 45.9 
World bonds (Citigroup) 899.7 +1.8 +1.8 +1.8 
EMBI+ (JPMorgan) 800.8 +1.2 $3.7. $3.7 
Hedge funds (HFRX) 1,220.28 -0.2 +14 41.4 
Volatility, US (VIX) 12.8 +11.6  +14.0 (levels) 
CDSs, Eur (iTRAXX)* 76.9 +64 +6.7 +9.2 
CDSs, N Am (CDX)t 68.9 +93 41.6 41.6 


Carbon trading (EU ETS) € 5.0 -3.7 -24.5 -22.6 


Sources: IHS Markit; Thomson Reuters. *Total return index. 
tCredit-default-swap spreads, basis points. $Mar 21st. 


Indicators for more countries and additional 
series, go to: Economist.com/indicators 
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Best and worst performerst 
1=maximum score (Rank out of 188, 2015) 


0.7 
Tajikistan 
(129) \5_—O 
0.6 
Syria (149) Swaziland 
Zimbabwe (154) (148) Ae 
Lesotho (160) Mali (175) 
: 0.4 
us Niger (187) 
0.3 
Rwanda (159) 
: Oe2 
Mozambique 
(181) 
0.1 
0 
1990 2015 


*An index of life expectancy, education and GNI per person 
Source: UN Human t% change in score, based on data 
Development Report available for 144 countries 


The Economist commodity-price index 


2005=100 
% change on 
one one 
Mar14th Mar21st* month year 
Dollar Index 
Allitems 143.6 143.6 3.48.5 
Food 153.3 155.9 -1.7 +1.7 
Industrials 
a 133.5 130.8 -5.4._ #18.3 
Nat 142.3 145.1 0.5. 424.3 
Metals 129.7 124.6 -7.6 +15.5 
Sterling Index 
Allitems 214.6 209.2 -3.5  +23.6 
Euro Index 
Allitems 167.7 165.1 -5.8  +12.7 
Gold 
$ per oz 1,206.6 1,243.3 +0.7 -0.7 
West Texas Intermediate 
$ per barrel 47.7 47.3 -12.4  +18.0 


Sources: Bloomberg; CME Group; Cotlook; Darmenn & Curl; FT; ICCO; 
ICO; ISO; Live Rice Index; LME; NZ Wool Services; Thompson Lloyd & 
Ewart; Thomson Reuters; Urner Barry; WSJ. *Provisional 
tNon-food agriculturals. 
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aa Obituary 


Martin McGuinness 


The means to the end 


Martin McGuinness, terrorist leader turned deputy first minister of Northern 


Ireland, died on March 21st, aged 66 


HERE were four moments, Martin 

McGuinness said, that made him a re- 
publican. The first—the one that made him 
raise his head from his job packing bacon 
for Doherty’s in Derry, and take an interest 
in civil rights—was when the Royal Ulster 
Constabulary beat up marchers in Duke 
Street in October 1968. He was 18 then, and 
for the first time he took up stones, bombs, 
anything, and spent his evenings attacking 
the police. The moment he remembered 
longest, though, was when they took 
young Dessie Beattie’s dying body out of a 
car by his house. It was July 8th 1971, the 
first time that the British army had used 
lead bullets in Northern Ireland. Blood 
was everywhere. It shocked him, and 
scared him more than alittle. He had never 
seen anyone killed by a bullet before. 

It was crystal clear to him that this was a 
war, and had to be fought like one. Armies 
must oppose armies. There was a peaceful 
path available, through political pressure 
and the Social Democratic and Labour 
Party, but he did not take it. Nothing could 
be achieved that way. His aim was now to 
fight until the last British soldier was dri- 
ven down the River Foyle or down the Lag- 
an, and Ireland became a socialist republic 
of 32 counties. From 1976 he took shared 
command of the Irish Republican Army, 
sroomed its volunteers, organised its 


bloody campaigns, improved its weapon- 
ry (from fertiliser stuffed in milk churns to 
surface-to-air missiles from Libya) and 
played the alternately shifting or immov- 
able hard man in talks, or back-channel 
manoeuvres, with the British government. 

And on the other hand there he was, in 
1997, minister of education in the first 
unionist-republican power-sharing execu- 
tive in Northern Ireland. He was still listed 
on the Army Council of the rrRA; but the 
bomb-thrower was now congeniality it- 
self, and the most violent thing he was pro- 
posing was to scrap the u-plus exam, 
which he had failed as a child. And there 
he was in 2007, even more astonishingly, 
deputy first minister to Ian Paisley, the 
most diehard of the arch-unionists, laugh- 
ing along with him and having the craic, 
until they were known as the Chuckle 
Brothers. In 2014, all smiles, he shook the 
hand of Queen Elizabeth. People were con- 
founded by the change. 

Yet to his mind, there was no change. In 
2017 he was as committed a republican as 
he had been atthe start. He desired with all 
his heart the union of the north and south 
of Ireland. But having fully embraced vio- 
lence as the only cure for oppression and 
discrimination against the Catholic minor- 
ity in the north, having always held out the 
threat of bloodshed or refusal to decom- 
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mission weapons when the peace process 
faltered, he gradually became aware that 
he was getting nowhere. The IRA would 
never give up its aim, as he would not, but 
the path now lay through politics. 

Besides, there was always a part of him 
that kept away from violence. Friends from 
his youth in the impoverished Bogside 
thought him quiet, and in his parents’ 
house there was no politics discussed 
whatsoever, just nightly kneeling to say the 
rosary. (On the run in the 1970s, as a want- 
ed man, he still made efforts to get home 
for his mother’s cabbage, spuds and pork 
ribs.) He did not drink, smoke or woman- 
ise, went to mass, and enjoyed thoughtful 
tasks: fishing, digging and, on holidays in 
Donegal, cutting turf and setting potatoes. 

He long denied that he was a member 
of the 1RA, preferring “republican activist 
in Free Derry”. He expressed horror later at 
IRA bombings, at the same time sliding the 
conversation towards the atrocities, and 
the victims, on both sides. Despite direct- 
ing operations, he played no active part in 
them, not least because he was blind as a 
bat and could not see his targets. When he 
joined the republican cause he was told he 
had a good face for it, with the blue eyes 
and red curly hair that made him look like 
a cherub, not a terrorist. He and his family 
got through the Troubles unscathed, per- 
haps because he didn’t take chances with 
his life; or perhaps because the British had 
already marked him as someone with 
whom they might talk. His long-time 
friend Gerry Adams was useful, too; but 
aloof, where he had wit, anda ready smile, 
before that hard-as-flint look came over. 


On the steps of Stormont 

In effect, his chief usefulness was his unde- 
niable (much as he denied it) power within 
the IRA. Over the years he trained the 
group, streamlined it and imposediron dis- 
cipline in its heartlands, including the tar- 
ring and feathering of “anti-social ele- 
ments”. Eventually he persuaded 
members that there was need for a cessa- 
tion, for laying down weapons and work- 
ing through Sinn Fein, the political arm of 
the movement. He was doing this himself 
and enjoying it, first getting elected to the 
Assembly in Stormont in 1982—though not 
taking his seat—and then becoming mp for 
Mid-Ulster in1997. 

Before this, in December 1994, he had 
gone to Stormont for talks with the British. 
It was his first visit. He was delivered in an 
armour-plated black cab, dangerous cargo. 
As he stood on the steps of the Assembly 
building, looking down the grand avenue, 
he felt “we had taken ownership for the 
first time of the place, that we had 
..atrived politically and that we could 
build a new Ireland.” A peaceful Ireland, 
yes. And eventually, as he never stopped 
hoping, united and republican. m 
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